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PREFACE TO FIFTH EDITION 

It IS very gratifying to note that Ihe last edition, of this book has been 
sold ont in a year s time lo preparing this new edition, the whole text along 
with the worked ojt illustrations has been completely revised m accordance with 
the Indian Income Tax Amendment Act of 1947. 

At the end of each chapter a comber of test questions have been inserted 
for the use of students. 

NavaJgarh i R. R. O. 

Ist July 1947. i 


PREFACE TO FOURTH EDITION 

For this edition the book has been entirely rewritten and considerably 
enlarged. It now embodies all the op to date amendments made in tbe Income 
Tax law of India. Particular care has been taken to explain and illustrate tbe 
points {e. g., Indian State income! that cause confnsion and difficulty to students. 

As tbe book is intended primarily for the ose of students preparing^ for tbe 
B. Com., M Com., LI-B^ R A. Final & Income Tax Departmental Examinations, 
a large number of difficult qaestioos taken from tbe question papers set at these 
examinations have been included as worked ont examples 

It IS now confidently hoped that tbe book will admirably iceet tbe require* 
meats of those students who have to study Income Tax for any examination 

NawaJgarh (’Jaipur^ I R. R. O, 

Ist May 1946. f 
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PREFACE TO FIRST EDITION. 

Students, who study Advanced Accountancy for the B. Com. Degree 
Examination of the various Indian Universities and tbe Registered Accountant’s 
Final Examinations conducted by the Central Government under tbe Auditor's 
Certificate Roles, are usually required lo posses' a working knowledge of the 
Indian Income tax Law m relation to acconots 

Tbe purpose of* writing this book is, therefore, to place at tbe disposal of 
advanced accountancy students a snromary of the Income Tax Law of India 
(as amended op to date) in an easily ouderstaodable form lUnstrated tbrongbont 
with numerous examples Some of the intricate provisions of Law, such as those 
relating to Double Taxation Reheff with which accountancy students cannot be 
expected to be familiar, hav c been omitted. 

It IS my pleasant duty to acknowledge with gratitude tbe assistance that 
I have re'^eiv ed from the following books — The Income Tax Manual, 8th Edition , 
The Law of Income lax m India by V S Sundaram, 5lb Edition ; The Income 
Tax Act by A B Aiyar , and tbe Mam Provisions of Indian Income Tax Act, 
1939 published by tbe Times of India Press, Bombay. 

23 C, Civtl Lines, j 

aCRA. I R. IL O. 

14th Jannary, 1941 J 
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CHAFtER 1 
INTRODUCTION. 

Income tax, as its very name implies should be a tax on income and not 
on capital , Lut in India income.tax is levied not only on mcome but also on 
capital gains. The law docs not define income, although it specifies certain 
kinds of receipts that arc to be inclnded m or to be cxclnded from it. There* 
fore with^egard to income that is to be taxed, guidance is to be obtained 
from judicial pronouncements which in their turn are largely based on com* 
mercial usage. 

Income denotes a periodical monetary return coming in with some sort 
of regularity or expected regularity from definite sources. Capital is a fund 
and income a fiow , capital is like a tree and income is m the nature of 
its fruit. 

The Act. The law of income-tax IS comained mthe Indian Income-tax 
Act of 1922 (as amended up to date). Income-tax was introduced in British 
India in the year I860. The Income-Tax Act of 1922 extends to the whole of 
British India, mcludmg British Balochistan and the Sonlhal Parganas and 
applies also, within the Indian States, to British subjects in those states, who 
arc m the service of Goveromeo' or of a local authority. 

The Act relates both to mcomenax and super-tax. It deals merely with 
the basts, the methods, and the madnoeryof assessment. It does not contain 
a schedule of rates at which tax is to to charged. These rates of tax are 
determined by the Finance Act which is passed annually by the Central 
Legislature m the month of March. 

Tax IS levied for each financial year on the income of the previous year, 
which IS both the basis and measure of taxation. Hence no asses»meDt Is 
made in the first year in winch a business is started , but the first assessment 
IS made, afterHhc close of the assessee*s first accounting period, on the profits 
of that period. 


Ddlaitlous, 

Section 2 defines a number of terms used m the Act, aad the following 
are the principal definitions 

I. Agrictdtural Income. This is income derived from land which is 
(i) used for agricultural purposes, and is (ii) either assessed to laud revenue 
m British India or is subject to a local rate assessed and collected by an 
auUionty in British India. Any income from land which does not satisfy 
these two conditions is no* agricultural income. The following arc examples 
of agricultural and non-agricultural income:— 

Income which Is agrlcuUuraL Income received by a land owner from 
the sale of timber or leaf grown on bis own land. Land revenue assigned to 
a jagirdar. Interest on arrears of rent of land used for agricultural purposes 
unless the arrears are secured by a bond and arc, therefore, recoverable by a 
civil suit. Income derived from pas*oragc. 

Income which Is non'^gricultoraL Profits from contracts taken for the 
cuttmg down and selling of timber, Nazars paid by tenants of agricul’ural 
hoMmgsatthc begianing.of the zamiodan year. Nazars for petitions pre- 
sented to the zamindars for dealing with questions of succession, settlement 
and partition. The profits of sugar factories and tea factories. Income 
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derived from the manufacture of salt. Interest on pro-notes and bonds 
executed for arrears of rent. Income from markets, fisheries and ferries. 
Income from supply of water for migatioa purposes. Income from stone 
quarries. Income from royalty from a colliery. Income derived from the 
working of brick kilns or brjck fields. Rent from land used for potteries. 

Income which is partly agricuUural and partly non agricultural. 

(a) Income derived from the sale of tea grown and manafaemred by the 
seller in British India is computed as if u were income derived from business, 
but only 40 per cent, of such income i> deemed to be income liable to tax : that 
is 60 per cent, of such income is treated as agricultural income, ^ 

But in computing such income an allowance is to be made in respect of 
ihe cost of plauung bushes in replacement of those that have died or become 
permanently nseless in an area already planted,* and also m respect of the 
upkeep ol extensions of the estate which are not m bearing. No capital ex- 
penditure m connection with sutdi extensions is^ however, admissible, 

(b) Income derived in pan from agncolture and m pan from business, 
such as in the case of a sngar mill company owning ns own agricultural 
larm. In such a case in determining diat pan which is chargeable to income- 
tax under the head "Basiness,” the market value ol any agriculmral produce 
which has been raised by the as essee or received by him as rent m kind and 
which has been ntihsed as raw material in such business or the sale receipts 
of which are included m the acconnts of the business shall be deducted, and 
no tanber deducuon shall be made in respeo of any cxpeuditare incurred by 
the asscssce as a cultivator or receiver of rent in kiPd. 

For this purpose che ‘market value' means ii//rer (a) where the agri* 
cultural produce sold in the market, ibe value calcula’ed according to the 
average price at which it has been so sold during the year previous to that in 
which the assessment IS i^e : or (6) where the agricultural produce is not 
ordinarily sold in the market m its raw state, (he cost of production plus a 
reasonable rate of profit as determined by the 1. T. 0. 

2, Assessee, — ^An assessce is a person by whom tax is payable. The 
executor, administrator or other legal representative of a deceased person is 
treated for the purposi. of an assessment on the income of such deceased per- 
son as an assessee. If any person who is required to deduct tax docs not 
deduct It, or after deducting it fails to pay it (o Government, then he is deemed 
to be an as«essee m dafauU in respect of sudi tax. 

3. Dividend. — ^This term mclodes . — 

(a) Any distribution by a company of accumulated profits, whether capi- 
talised or not, if such dis'nbotion entails th" release by the company to its 
shareholders of all or any part of the assets of the company. 

The undistributed profits of a companv may b. disiribu'ed to the share 
holders m any ol the following ways : — (i) in cash or in the shape of some 
other assets , (ii) m the shape of bonus shares of t(ie cimpany , (m) in the 
shape of shares or debentures of another comjiany , tiv) in the shape of deposit 
ceruficates or deferred dividend warrants. 

(,) In fins case thvre is no doubt that it is a distribution of profits 
entailing a release of the assets of the catnpany , and such distri- 
buuon would clearly be a dividend. 

(„} When bjnus shares are issued, there is no release of the company’s 
assets. Hence thw are not liable to taxation in the hands of the 
shareholders, until they are actually paid off by the company— 
during Its hfe-bme or m iiqoidmioo. 
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(m) Pro6t dj'tnbcted la the shape of shares or debentures of another 
companv are included m the term dividend and are liable to 
taxation in the hands of the shareholders, because there is a release 
of the assets of the company, u e., distribution of the company’s 
investment*. 

(if) The distribu icn of profits bv i**aing deposit certifica'es or deferred 
diirdend warrants is included in dividend and i* taxable in the 
hards cf the shareholders, because tliese are in the nature of 
deLentures and are covered by revenue profits. 

(&) Bonus debentures if they arc covered by accumulated profits in the 
hands of the company. 

(c) \ny distribution made to the <harehoIders of a company out cf accu- 
mulatri profits of the company on its liquidation, if such profits arose within 
six years of the liquidation. Bata distribution made out of profits earned 
during tlie liquidation is a capital receipt in die hands of a shareholder and is 
therefore not taxable. 

(j) A distnbuhon on reduenon of capita! to the extent of accumnla'ed 
profits which arose after the previous year preceding 1st April 1933, the 
object of this being topre«nt dts'ribotion cf profits in the guise of redaction 
of capital m order to avoid tax. 

Notes. ( 1 ) The (c) and (d) do not apply to the holders of preference 
shares which have been issued for full cash consideration, and which arc not 
entitled in the ev\c* of liquidation to participa'e m the surplus assets of the 
company. 

(2) term ‘accumulated profits* where%-er it occurs abotre does not 
include capital gams of any previous year prior to the previous year for the 
assessment year 1^743. 

4. Ineotne. Secuon 2 (6C) does not define income, but widens the 
accerced meaning uf the term so as to include m it the following receipts 
whiA cannot «tricly be colled income ; — 

{a) Anything falling wishtu tbe definiuon of dividend , 

(6) A lump sum rcceiveJ by an employee for paet services or frosr an 
unreo.gci*ed proM'Jent fond, which U deemed to be panofhis 
salary ; 

(c) A profit on the sale of plant, machinery or fnrmturc ; 

(j) Any capital gams chargeable to tax nntJcr section 12B ; and 

(e) The profit of a matual l^^urance association. 

5. Person. — V person includes any comply, association of individuals 
whether incorporated or not, ICedo undivided farail> and a local authority. 

6. Prerious year,— As already stated tax u payable by an as«essee in 
respect of hts total income of the ‘previoas year* , ^erefore the definition of 
this term is very impcnani The provision-' of the law re-jardmg this term 
are » — 

(1) The prcMOus year means the twelve months enaing on the 31st day 
of March immedia'clv preceding the financial year forwhicli the assessment 
IS to be made. 

(2) But where the accounts of an assessee have been made up to a date 
w ithm the «aid twelve mcnJis in respect of a year ending tn any da'e other 
than the 31*1 March, the assc«sec can adopt that accoun mg year as pre\ lou* 

e. g., Diwali year, Dasehra ycar.Samvat year, etc. 
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(3) An assessee is allowed lo have separate previoos year for each 
separate sonrce of income. Separate bosmesses are treated as separate soarces 
of income. 

(4) In the case of a new bnsmess, the prc\ ions year is the period from 
the date of the setting np of the bnsmess to the Slst March next following, or, 
at the opuon of the assessee, to hts acconnting date. 

(5) The previous year of a partner in respect of his share of the firm’s 
income is the same as the pre-vioos year of the firm. 

(6) When the assessee has once adopted a paiticnlat accounting year as 
his previous year in respect of a certain source of income, he cannot change 
it except with the consent of the I. T. O. and on such conditions as the latter 
may impose. 

The Central Board of Re\enae has anthonsed the Commissioner of 
Income Tax in each province to determine as the “previoos year" in the ease 
of any assessee t — 

fa) a commercial year which may consist of more or less than 12 
months, provided that no commercial year which extended to less than 11 
months or more than 13 ca.IendaT months many one year shall be so deter- 
mined , and 

fb) a commercial year terminating after the end of the previous fmancnl 
year, provided that no commercial year terminaung later than one month after 
the end of the previous financial y^or shall be so determined. 

Special provision is made for the case of a business, profession or voca 
tion newly set up in the financial year preceding the year for which the 
assessment is to be made. In such a case the previous year is the period 
from the date of the setting up of the business to Slst March next following, or 
if the accounts of die a'sessec are made up lo some other date than the 3Ut 
March, then at the option of the assessee the period from the date of the 
setting up of the business to this other date. If, however this other date 
does not fall between the setting op of the business and the next following 
Slst March, it will be deemed that there is no previous year. Thus if a 
busmess IS set up on Slst June 1946 and the accounts are made up to the 31st 
May 1947, the assessee can elect to have the year ended 31st May as his 
previous year, and m such circamstances there w ill be no previous year for 
the 1947 48 assessment year, the profits for Uie year ended 3lst May 1947 
being assessed m the 1948-49 assessment year. 

Exceptions. The follow mg are the exceptions to the role that tax is 
charged on the income of the previous year , that is to say, in these cases the 
income of a year may be assessed to lax in the same year 

(rt) Section 24A when a person is likely to leave British India for good. 

(fp) Section 23 when a business, profession or vocation is discontinued. 

(c) Section 44A and 44D m reflect of the income of certain classes of 
shipping. 


Income-Tax Authorities. 

The various authorities entrusted with the work of administering the law 
of income-tax in India arc as follows — 

1 . Central Board of Revenue This Board consists of two members and 
is appointed by the Central Government to control government ri.venoe from 
income-tax super tax, excise, custc ms, etc. One member of the Board js m 
charge of the income tax department for the whole of British India. He is 
the head of that department , and it is on Ins recommendation that the Central 
Government makes the appointments of Commissioners, Assistant Coramis* 
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Stoners and Income-Tax Officers. The Board cannot, however, imerferc with 
ihe appellate fnnctlons of Appellate Assistant Commissioners of Income-Tax. 

2. Commissioner of Income Tax. The head of the Income-Tax 
Department of a province or other area en»msted to him is the Commissioner 
of Income-Tax, who IS appointed by the Centra! Go\ eminent. The specific 
powers conferred open the Commission^ m rcfT^rd to income-tax i roccedmgs 
arc given in ffie vanoas sections of the Income-Tax Act. He has the general 
control of the income-tax admmislra loa mtlic area nndcr his charge 

3. Appellate Assistant Commissioner of Income-Tax. He is onder the 
direct control of the Central Board of Revenne and his /onctioii is to hear 
appeals from ilie orders ot the Income-Tax Officers. 

4. Inspecting Assistant Commissioner of Income Tax. Heisnnderthe 
control of the Commissioner and his function is to supervise (he v.crf». of the 
Income-Tax Officers in his jansdiciion In certain cases his permission is 
necessary before an Income Tax Officer can impose a penalty on or start a 
prosecution of an asscssee. 

5. Ineome Tax Officer. He is the actual assessor. He makes the 
assessment, demands the tax from the asscssce, and recovers it from him 
When an Income-Tax Officer is promoted as Appclla e Assistant Comrais 
sioner, he cannot hear appeals against his own order as I T. O which are 
dealt with by another Appellate \ssistaot Commissioner 

6 Appellate Tribunal, Tins is the highest appellate anihori'y whicli 
began to function from 25Ji January 1941 The Tribunal is appom cd by the 
Central Government , and it consists of ao equal cumber of jodieial i:he[Bbers 
and accountant members, the total being not more than ten in alt. A judicial 
niemb«.r is to be the prcsidetv of die Tribunal. Each Bcncli of the Tribunal 
consists of tAO members, one of nlioia ts a lawyer aad die ulicr an accountant. 
Eacli Bench hears appeal-, in a diflerem part of the country. Inthccaseof 
important appeals, and also where two members of a bench disagrue between 
ihcrn'clics, a Bench of three members is formd by die president of the 
Tribunal Tlic Tribunal s order on questions ol fact is final If.howcser, 
the assessec disagrees witli the Tribunal's decision on questions of law, 
he can ask the Tnbunsl to refer the said quesuon to the High Court. 

Test Qaestions. 

1 Explain clearly the meaning of Ac term 'Dividend’ as defined in (he 
Indian Income-Tax Act. (Agra JI Corn. 1917) 

2. What do you understand by the term ‘Income’ ? Would the dm 
dend of a company distributed jo the form of a full) paid share be treated as 

UeraLL-U 1947). 

3 Under section 3 of the Indian Income Tax Act, the assessment for 
V any year is to be made on the income, profits and gams of the pre\ lous year. 

\rc there an> exceptions to this mlc ? If so, what ? (Agra JI. Cow 194b) 

4 Explain fully the term 'Previous Year’, 

5. A person set op a new business on 1st \agust 1943 Up to the time 
of assessmen he had not made up his accounts. 

If his assessment were taken op in June 1945 and he urged thathe would 
close his accounts for the first year on 3lst July, would you concede his request 
and, if so, why? 

If his asse<isment were taken op m September 1946 and he urged that he 
wan cd to adopt the yi.ar ending 31st -joly 194b as his previous year, would yi u 
concede his reques*, and. if so, why?y/««>w Tax Deparlmerilal Exam 7940). 



_ CHAPTER 2 

RESIDENCE AS AFFECTINQ LIABILITY TO TAX. 

Since the liability of a person to tax is determined by reference to his 
residence, the question of assessees* residence is an important one. With 
regard to residence assessees are divided into three distinct classes » — (a) 
Persons not resident in British India , (6) Persons resident but not ordinarily 
resident m British India , and (c) Ptrsons resident and ordinarily resident in 
British India Each of these three classes is chargeable to tax on different 
basis, and these classes are defined as follows s— 
f. Individuals. 

An individual falls outside the first class, that is to say, he is classed as 
resident tn British India if he 

(i) IS in British India for one hundred and ei^htytwo days or more 
during the year , or 

(,i) maintains a dwelling house ID British India for one hundred and 
eightytwo days or noorc, and is la British India during the year 
any period however short , or 

(lit) 13 lO British India for any time, liowevcr short, during the year 
(other than on a casual visit) and has been in British India for 
periods amounting m all to 3 to days or more in the four preceding 
years , or 

(iv) IS in British India for any lime in lhat year and the I. T, O. is 
satisfied that such individual having arrived in British India 
during that year \s likely to remain in British India foe not less 
than three years from the date of hr arrival 

Therefore if an individual does not satisfy any of the»e four conditions 
he is fl non resident. But if he is resident by reason of any of these conditions 
applying to him, /le IS cfrtfs«rf ns resirftfu/ f>i«r not ordiiianty resident unless 
be satisfies both of the following two further conditions, whicli would make 
him resident and ordinarily resident — 

(,) That he has been resident (as defined above) in at least 9 out of 
the 10 preceding years and 

(») That he has been in British India for periods amounting in all to 
more than two yeais during the 7 preceding years. 

2. Companies, firms end Hindu undivided families. 

A company is rrs»rf««i in British India if the control and management 
of Its affairs is wl oily in British India or if more than half its im-orae (cx 
elusive of any taxable capi al gams) arises ui British India. It is ordinarily 
resident where it is resident. 

For the purpose of comparing the two incomes it is only the income that 
actually arises in either I lace that is required to be taken into account and 
not any income which may be received or be deemed to arise. If an income 
IS received in British India from toreign parts or vice versa, such income 
sliall m the calculation have to be tegarded as arising in the place of its origin 
and shall have to be excluded from ibe computation of income in the country 
of Its receipt. Next the whole of the income in British Jndia including 
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agncoltnral income and any other income which may be exempt from tax has 
to be taken mto accoant, in determining whether more than half of the income 
of the company arose m British India. 

A Hindu undivided family is resident in British India unless the control 
and management of its aSairs is situated wholly without British India. It is 
ordinarily resident m British India if its manager is ordmarily resident 
here. 

A firm or other association of persons is resident m British India unless 
the control and maoagemen* of its affairs is situated wholly without British 
India. Also it is ordinarily resident m British India, if it is resident here. 

Illustrations. 

1. A person after about 25 years in British India retired to England in 
April 1937 and returned to Briu«h India lo February 1940 to take up a salaried 
appointment. 

In 1939-40 he was not here for 1^ days nor did he have a house here. 
But during the four preceding years (1935-36 to 1938-39) he was here for 
more than 355 days and he did not come back on casual visit. So he i$ a 
resident for 1939-40. 

Agam he is resident for nme out of the preceding ten years (1929-30 to 
1933-39) and he was also here for more than two years during the preceding 
seven years (1932-33 to 1938-39 ) 

Therefore for 1939-40 be is resident and ordinarily resident. 

2. With reference to the above illustration suppose that he retired to 
England in March 1937 instead of in April 1937, other facts being the same 

For 1939-40 he would be resident but not ordinarily resident, because he 
IS not resident for nine out of the ten preceding years. This shows how 
significant a month April is. 

Note In order to determine Ihe residence of in lodiMJual for any year, Ins 
corntngs and goings for the ten preceding years must be known. If he is non 
resident for two ) ears be cannot be resident and ordinarily resident because a 
little lamp of non residence leaves a big lump of recidence. 

3. A Sindhi merchant, trading in East Africa, has no ancestral home m 
British India, but be visits British India for about two months every two or 
three years. 

He is a Don-resideut 

4. An Indian merchant trading m Afri^ maintains an ancestral home 
in BrUi'h India, but he vis ts regularly for about two months each year. 

He is resident but not ordmanlv resident, because he has not during 
the prccedmg seven years been m Bnti^ India for more than two years. 

5. B came to British India six years ago, and three years ago he went 
to England on leave for 4 months. 

He IS resident but not ordinarily resident, because he has not been 
resident for 9 out of the preceding lU years, 

6. An Enropean member of the I. C. & first came to BnUsh India 15 
years ago and three years ago he spent 15 months’ leave out of India. 

' He IS resident and ordinarily resident. 

7. An Indian who maintains an ancestral home in British India is 
earJofcd by an Indian State Gorerameat, He visits his heme ta British 
India f or about two months every year* 

He ts a resident but not Qrdmarily resident. 
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8. A British trader who has been m British India for twenty years 
goes home to the U. K. for five months every year during the hot weather. 

He IS resident and ordinarily resident. 

Incidence of Taxation 

1. A non resident is chargeable on all ineome accruing, arising or 
received m British India : but he is not liable to pay tax on his income arising 
outside British India, whether or not he remits it to British India. But if he 
remits it to his wife resident in British India she would be taxable on the 
amount so received by her. 

2. A person resident but not ordfnartly resident pays tax on (i) all 
income accruing, arising or received in British India, (u) any income arising 
without British India if it is brought into British India, and (ni) any unrenutted 
foreign income (in excess of Rs. 4,500) arising from a businesr^ontrolled in 
cr a profession set up m India mciading Indian States (except any income 
accruing or arising in an Indian State which is to be included m total income 
for purposes of determining the average rate of lax, but is other-wise 
exempt). 

3. A person resident and ordinarily resident has to pay tax on (i) all 
income accruing, arising or received in British India, (ti) any income arising 
without British India if u is brought into British India, and (ix) all unreroiUed 
foreign income m excess of Rs. 4.500 (except any income accruing or arising 
men Indian State which is to be included m total income for purposes of 
determining the average rate of tax, but is otherwise exempt). 

Under an important proviso in this section a sum of Rs, 4,500 is to be 
deducted from the income arising abroad mthc previous year, but not brought 
into British India. The proviso is applicable to persons resident in British 
India whether they are ordinarily resident or not It should be noted that income 
from agriculture arising or accruing outside British India is not exempt from 
tax but such income accruing or arising m an Indian State is liable only li it 
IS received or brought lato British India by or on behalf of the assessee who is 
resident. In the case of a person who is also ordinarily resident it is to be 
included in bis total income, but i$ otherwise exempt. In the case of a person 
not resident in British India it is to be included in his 'total world income*. 

illustration. 

Suppose an assessee's income for the previous year consisted of the 
following : — 

(rt) Rs. 10000 earned m British India, 

(b) Rs. 12,000 earned in Iran from property and investments, of which 

Rs. 5 000 was remitted to British India , 

(c) Rs. 9,000 earned m Africa from a profession controlled in India, 

of which Rs. 4,000 was brought into Brmsh India; and 

(d) Rs. 9,000 earned from salaiym Jaipur State, of which Rs. 3,000 

was brought mto British India. 

On how much income will he be required to pay tax, if he is (a) an 
ordinary residen’, (6) a resident not ordinarily resident, and (c) a non resident ? 

P^y tax ou Rs. 29,500 at the Tatcs 

applicable to Rs. 35,500, thus : 
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residence as AFrECTWG LIABILITY TO TAX 


Rs. 

British Indian income 10,000 

Remitted foreign income » 12,000 

Unrcmitted foreign income earned in Iran 

and Africa m excess of Rs. 4 500 . 7,500 

Unrcmitted Indian State income (included 

for rate purposes) .. 6,000 

Total Income 35 500 


(t>) As a resident not ordtnartly resident, he will pay 

thus 

British Indian income 
Remitted foreign mcome 
Uoremitted African income arising from 
a profession controlled from India m 
excess of Rs 4 


Total Income 22,500 


(e) As a non resident, he will pay tax on bis British Indian income, 
namely. Rs. 10 

Status for each year and for each seuree of Income. The residential 
qualihcation of an assessee IS one tobe determined each year with reference 
(0 (he previoos year. The assessee’s qtuhhcation may change from year 
to year In one year he may be a resident , in the next year, non resident. 
What IS material is his status during the previous year, and not donogthe 
tax year. 

As already stated in Chap er 1, an assessee Is entitled to have separate 
previoos years in respect of each of his sources of income. Therefore the 
status of an assessee in the assessment for one and the same tax year may 
vary with reference to his several sources of mcome 

For example, the previous year of an assessee ts the year ending 30ch 
September for hts cotton gmautg factory, and u ts the calendar year for his 
money lending business, both tostoesses being m British India. If he came 
for the hrst time to British India on 1st Jane and went back to hts home 
m an Indian State on 31st January 1947, then, for the 1M7*43 assessment 
year, he is a non resident for bis cotton ginning factory income and a resident 
cot ordinarily resident for ht$ money lendmg business. 

Test Questions. 

1. The Indian Income Tax Act has divided the tax payers into three 

distinct categories, viz. — 'a) resident and ordinarily resident m British India, 
(6) resident bat not ordinarily resident m British India, and (c) not resident 
m British India. Explain fully the basts of determining the above in the 
case of an individual, firm, Hindn undivided family and company, and point 
out the difference m ^eir tax Iiabdi^. (Agra M, Com. 1945). 

2. ^Vhat IS the difference between the conditions governing the residence 
of a firm and that of a company ? 

3. A branch manager of a company havmg its head office m Calcutta 
was transferred in Angust 1SI37 from Rugoon to Calcutta. At the time of 


tax on Rs. 22,500, 
Rs. 

10.000 
12 000 


500 



JO IKCOME-TAX 

his assessment for 194041 he stated before the I. T. O. that he was in Calcutta 
from 1926-27 to 1933^ (both years indnsive) and from 1st April 1934 up 
to the time of his transfer he was in Rangoon. 

He had an income of Rs. 5.000 from property and Rs. 10,000 from 
\nietest on deposits in Rangoon which was not received in British India and 
was therefore claimed to be not taxable. The I. T, O. accordingly assessed 
him on salary only actually received for ten months of the previous year. 
Was the assessment correct f If not, give your reasons. 

4. What IS the difference between a resident and a non-resident as 
regards the incidence of taxation ? 

5. A iirci resident m British India obtained a lease of agricultaral 

land in an Indian State and brought its produce to British India where it was 
sold in Its raw state. It is claimed that the profit arising from the sale is not 
taxable, because (1) It IS agricuttural income, and (uWt actually arose in the 
State where the cultivation was done. State how you wonld deal with the 
case and give reasons for your answer. C‘igra M- Com. 1947). 

6. A Hindu undivided familv had no business in British India but 

lor the education of his children the Karta of the family had been maintaining 
a house in British India since 1930. He dies in 1941 and for one year no 
member of the family resided in British India. In 1944 the then karta of the 
family came to British India and started some business. What would be the 
status of the family for 1946-47 assessment and why ? If the only ether 
income of the family were agricultural income of Rs. 8,000 in an Indian State 
which is not brought into British India, bow would this income affect the 
assessment ? {Income'Tax Departmental Bxam 1946f 



CHAPTER 3. 


EXEMPTIONS. 

( 1 ) 

Incomes exempt from tax ( both Income-tax and super-tax ) and not to 
be included In the total tnconie. 

1. Income 0 / property held under trustor legal obhgalton/or religfotis or 
cliartiable purposes If the property ts held wholly for reitgioas or charitable 
purposes the whole income is exempt ; bot where the property is held m trust 
in part only fur a religious or cluritabic purpose, the exemption can be 
claimed only in respect of so mui^ income as has been either actually applied 
or finally set apart for «uch purpose. 

'Property' may include securities, a business or a share in a business ; 
‘other Ic^l obligation' includes Moslem wakfs and Hindu endowments ; and 
'charitable purpose* is defined to include relief of the poor, education, medical 
relief, and the advaucement of any other object of general public utility. 

2. /«co»Me/rom fijijinrss cirmedOH by o chanlnble or rehgtous fruslt 
The income derived from business earned on on behalf of a religious or 
charitable lostitatioa IS exempt when It IS applied solely to the purposes of 
the mstitutioo and etther the bostuessis earned ou in the course of the carrying 
out of a primary purpose of the institution or (he work id coosenion with the 
business IS loainly carried on by beneficiaries. Thos au orphanage would be 
exempt m respect of the business of selling products made by the inmates of 
die institution : but if a religious body decided to augmen t its income by 
carrying on a regular trade to die open market m conipetUioh with ordinary 
traders its profits from such business w'ould be taxable. 

3. Voluntary cottiributions recened by a chanty^ The income of a 
religious or charitable in^tiuition derived from voluntary contributions ts 
exempt if it is applicable lu religious or charitable purposes. 

Note — TIie«e three exemptions granted to religious and charitable bodies 
are restricted to (hose cluiities l^blch are tor the benefit of the public* A private 
religious trust is not exempt , and 10 the case of one which is partly priiate and 
partly public odI> that p irt of the income, which can be said to enure to the 
benefit of the public, is exempted. 

4. Income a/ local atithonties. Dot the profits made by a local authority 
iVuiirdh.-sTippy'iJi'couniiuifiitwin'itwvivwouunub- nVjunviAcrtuirji' snifsr rfiv 
taxable. 

5. Interest on securities held by an official or semrcfficial provident 
fund. This exemption applies only to provident funds to which the Indian 
Provident Funds Act of 1925 appies and the term securities includes all 
irus'ce secuntic:^. Any capital gams ansiug from the sale, exchange ur 
transfer of such securities arc also exempt. 

6. Capital sums rt.cet\ed m cornwruta/ion 0 / pension, consolidated 
compensation for death or injursea, etc. This clause was deleted by the 
Amendment Act of 19d9, as being unnecessary. But ihlTfc' is a clear 
pronouncement of the Judicial Committee that these kinds of receipts cannot 
tx; treated as income m any sdicmc of taxatioru 

\ ll 
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INCOKE TAX 


The ‘injuries' referred to ate only peisonal injQTies and not injnrits to 
proprietory or contractual rights Though commutation of pension is exempt, 
gratuities in lieu of pension are taxable. 

7. Special allowance io meet expenses of the duties of an office or 
employments Two conditions have to be satisfied before this exemption can 
apply : (i) The expenses incurred ty the employee must be wholly and 
necessanly incurred m the performance of his duties as an employee, and 
(ii) the allowance or perquisite must have been granted by the employer with 
the said purpose of meeting the extra expense thus caused to the employee, 
c, g,, travelling allowance. 

8. Casual income This is an important class of income which js to be 

excluded in computing the total income of anassessee. In order to be exempt 
the income must comply with three conditions . (i) It does not arise from 

business, profession, vocation or emptoyrnent (iv) it is of a casual and non 
recurring nature , and (lu) it is not a capital gam chargeable to tax under 
section 12 B All these conditions must be fulfilled. It is important to note 
that certain receipts may be isolated and yet may not be of casual and non 
recurring nature. The following are examples — 


( 1 ) A purchases a house with a view to reselling it at a profit. His 
profit from this transaction is taxable, although U is an isolated 
one. 

( 2 ) B purchases a house for his own residence and later on sells it at 
a profit His profit is also taxable. 

( 3 ) A wins a prise m a lottery This income is not taxable. 

(4) B IS a book maker. Hts profit from betting is taxable. 

(5} C IS a professional beggar. His income from men dicancy la 
taxable. '“*****'■■—-’■ 


( 6 ) D makes a practice of spccolating m shares. Hts profit therefrom 
IS taxable. 


(7) A writes a book. His income from this source is taxable. 

( 8 ) Lump sum legacies are exempt, but annuities granted under a 
will arc taxable. 


( 9 ) A sum paid to a merchant who acted as an arbitrator m a dispute 
among the heirs of a Nawab regarding the division of the estate 
is a casual receip and not taxable 

(10) A lawyer advanced a sum of money without any expectation of 

making a profit to oblige a client and the client agreed to pay 
25'^ ol the profits which may accrue to him from certain mining 
lights purchased by him -with the help of the money. The sum 
received by him is not taxable 

(11) Fees from casual journalistic efforts are not taxable but fees for 

setting examination papers m'his own subject paid to a Professor 
are taxable 


(12) The yield from Treasury Bills issued at a discount and redeemed 
at par af’er four or five months is liable to tax 


9. AgncuUnral income. But income arising from agriculture outside 
British India is not exempt 

10. Income of a recognised provident fund. Under tins head the 
income (including any capital gams arising from the sale, exchange or transfer 
ot capital assets) received by trustees of a recognised provident fund is 
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11. Afiy mcome chargeable under tie head 'Income from property* va 
re«pect of a bailding the erection of whidi is begun and completed between 
the 1st day of April 1946 and the 3I«tdaj of March 1948 (both days inclusive), 
for a period oftwojears from the date of sneh erection. This proiiston 
applies to buildings which are not used by the owner for the purposes of his 
business. 

12. Share of income from a Hind i undivided family^ Under section 
14 (1) this IS to be Ignored in assessing the individual members of the family 
in respect of ibcit separate mcome, provided it is received out of the income 
of the family 

13. fiicowe of on approved superannuation fund Tlie income of 
nich a fund (including any capital gams arising from cap tal assets) is exempt 
under section 53 R. 

14 The yield of post ofhcc cash certificates and national savings 
cenificates 

15 The interest on post office savings bank deposits 

16 The salary and allowance paid by a State in India during the 
period of dcputaliOQ to any persons deputed by the Sate for training in Bn ish 
India. 

17. The pensions paid m the United Kingdom or la a Colony to officers 
of local authorities or employees of companies or of private employers, such 
officers or employees being resident out of India 

(11) 

Incomes Included (a total Income but exempt from both Income tax and 
super tax, 

1 Income accruicg in an Indian Sate unless it is received or brought 
into British India or nnless it is taxable oodcr section 12 6 as a capital gam 
or unless it is taxable under section 42 b> rta on of business connection m 
Li iti&h India — section 14 (2) (c) 

2. The profits of any Cooperative Society other than the Sanikatta 
Sahowners’ Society m the Bombay Presidency for the time being registered 
under the Co-operative Societies Act 1913. the Bombay Co-operative Societies 
Act, 1925 or the Madras Cooperative Societies Act, 1932 or tlie dividends 
or oilier payments received by the meiobcrs of any such Society out of such 
profits. 

The profit should not however loclode any mcomc from securities 
properties, shares and other sources of income referred to m section 12 of 
the Act 


m 

Incomes exempt from Income-tax and not from supertax but to be 
Included In total Income 

*1 Sums deducted by Government from the salary of a government 
servant for securing to him a deferred annuity or for making provision for 
Ins wile or children, not exceeding one xm/A ot his salary-second proviso to 
•wt on 7 (1) , 

2 Interest from tax free government securities— second and third pro- 
V isoes to section 8. 

3 Share of prof ts from an uar^s*ered firm or other association of 
persons on whicli tax has already been paid by the firm or the association as 
Uic case nia> be— section 14 (2) (a) and (b) 
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Note: — A non*resiJent partner’s share of profits from a registered firm, 
which share is taxed in the hands of the firm under the second proviso to 
section 23 (5) (a), is also to be treated in the same way m connection wiih the 
assessment of the non resident partner. « 

*4. Premium for insurance on the life of the assesses or on the life 
of his wife or her husband (or in the case of a Hindu undivided family, on 
the life of any male member or hjs wife) provided the annual premium docs 
not exceed ten percent of the sum insured exclusive of any bonus additions— 
section 15 (1). 

*^5. Contribution made by an employee to a provident fund to which 
the Indian Provident Funds Act of 1925 applies — section 15 (1). 

*6. Contributions to recognised provident fund (made by both the 
employee and the employer) provided the amount is not more than one sit// 
of the employee's salary for the year or Rs, 6000 whichever is less-section 
58F(1). The salary for the 3 rear means salary as such but not including any 
other benefits which are included in ih taxaVJe income from salary, e. g., 
the money value of a rent free house 

7. Interest credited on the accumulated balance of an employee tn a 
recognised provioent fund, provided it does not evceed one third of the 
employee's salary for the year and die prescribed rate of interest (which is at 
present 6 per cent per annum) — section 58F (2). 

■•■S. Contributiou made an employee to approved superannuation 
fund — section 58R. 

9. Sums received by an assessee on account of salary, bonus, commis* 

I Sion or other remuneration for services rendered, or in lieu of interest on 

money advanced, to a person for the purposes of his business. 

Where such sums have been paid out of, or determined with reference 
, to, the profits of such business. 

I and by reason of such mode of payment or determination, have not 
been allowed as a deduction but have been included m the profits of die 
business on which income tax has been assessed and charged under the head 
'business'. 

Provided that such sums shall not be exempt from die payment of super- 
tax unless they are paid to the assi»sce by a peisun other than a company and 
have already been assessed to super tax. 

10. Such part of the prohts or gams of a firm which has discontinued 
its business, profession or vocation as is proportionate ‘o the share of an 
asscssee m the firm at the time of such discontmuance, if income tax has at 
any time been charged on sodi business, profession or vocation under the 
Indian Income-tax Act of 1918, or if an assessment ha^ been made on the 
firm m respect of such protits or gams under section 25(1) of the Indian 

Note — Tlie iu.ms marked with an asien^ should not exceed, in the 
case of an individual, one sn/A of his total income or Rs, 6,000 whichever 
is less, and in the case of a Hindu undivided family, o«« sit//i of us total 
income or Rs. 12,000 whichever is less And for tins purpose tlie total income 
of a member of a recognised provident fund sliould include only his own 

contribution to the fund (but not lus employer's contribution or intcrc't) i nie 

the proviso to section 58 E. 

m 

Incomes exempt from super-tax, but not from income-tax. So much 
of the income of any Investment Trust Company as is derived from dividends 
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paid by aoy other company which has paid or will pay snper-tax in re«peci 
o{ the pTO^ ont of w!uch suci dividends are paid. 

For ihig purpose an investment trust company means i — 

(j) a company having for its principal business the acquisition and 
baldmg of investments in the stocks, shares, bonds, debenmres 
or debenture sicxis, of other comp 3 j 1 .es or in securities issued 
by pubhc audionues, 

( 11 ) it IS not a company formed for the pQrpo«.e of, or engaged in, 
acquiring or exercising control over any other company or 
group of companies or enabln^ any other persons to acquire or 
exercise «uch control, 

(m) it IS a company deemed nader clau<ie (b) of the Explanation to 
*ub-«caion (1) of section 23\ of the said Acs, to be a company 
in which the public are snbsmntially inierested- 

Test Questions. 

2. The Indian Income-Tax -^ct confers al»oIa'e exemption in re«pect 
of cettam incomes while some incomes are included m the total income for 
dc’erminiag the rate only. 

Explain these preivi«ions fully. (Agra ’I Com. 19J7)> 

2. ^Vhat coadiiwas should casual and con recurring receipts satisfy m 
croer to be exempt from ux. Suue briefly venr reasons why the cawal 
income should or should cot be assessed in the foUowisg ca^es 

(fl) A member of a Provincial Legislature receives Rs. 25,000 from 
a body tor helping ro the prcmc«jon of legislation benefcialto 
that Wy; 

(6) la appreaation of hiswk for A, a lawyer receives an ex-gratia 
paymen: of Rs. 5,000 Irom B for whom he never acted as 
anorney m any xsaacr. 

3. Is there any income that is exempt from both income^ax and super 

tax, but which is incliided m the toal income of an assesses for determmim? 
the ra»e of tax applicable to him ? ^ 



CHAPTER 4. 

FOREIGN INCOME 


The foreign income of aa assessce may be income earned m an Indian 
S ate or m countries ontside India. 

(,t) Indian Stale Ineome, 

Section 14 (2) (c) exempts income accruing and ansmg in an Indian 
S-a.e , and the exempt on is applicable only m cases where the income bo. 
tor the exempt on womd be inclnded m the total income. In the ca«e of a 
non re® den*, smce the income accruing or ari«ing without BriLch India does 
not form pan of his total income (Jiongh i does form part of h s total world 
income) the exemption has no application. In the case of a person ordinarily 
resident :* apphes in re-peo of aU income accruing or arising in a S.a*e ba* 
not recutted to Bn’ish India, and to the ca«e of a person resident but no* 
ordinarily re^dent i* would apply only to the income from a busmess con* 
trolled in cf a profession set np m India. 

The exemption does no* affect the deducoon of Rs. 4.500 under the 
third ptOMSO to section 4 (11, which will be allowed to as io ttcurc that any 
other tneome accruing cr ansmg uithout Bnttsh India, vhtehvould other’ 
wts» be chargeable, ts first absorbed. In ether words die stamtory allowance 
cf Rs. 4.500 wiU firs: be made ou* of M onremined foreign income earned in 
places o^°r tha-g Icdian 5-ates and then on of the cnreoised foreign income 
earned in Indian Sates. 

The income so exempted is included m the vccal income for determining 
the average ra.e of iccoffle-ax and scper<az chargeable on the remaining 
income. 

^Vheoever any Indian S3.C income, whoh has already once been taken 
in-g acconn. for fa,e purposes, i> brough. cr received lao Bnti<h India in any- 
subsequent year, that income as well as any odier taxable income of iha-* year 
are to be taxed a. the ra.es applicable to the .mal income minus the 

reminance or to die remiuance itself whichever ahernauve produces the 
greater tax. 
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Assessment lor 1943-44. 

Income in British India ... 

Income m Africa (m excess of Rs. 4.500) 

Unrcmitted income of Indian State 

Total Income 


Rs. 

25,000 

5.500 

_^.qoo 

^500 


Here tax will be payable on Rs. 30.500 at the rates applicable to the total 
income ot Rs. 55,500. 


Assessment tor 194445. 

Income in British India 

Remitted income of Indian State (already mcluded in 
1943-44 as«^essmcnt for rate purposes) 

Unremitted income of Indian State (m excess of 

R-i. 4.500) 

Total Income 


Rs. 

20,000 

25,000 

55 .^ 


Here tax nill be levied on Rs. 45.000 at the rates applicable to Rs 3050). 
For rate purposes there are two alieroatives. namely, either total income 
minus the remittance (Rs. 30503) or tlie remittance itself (Rs, 25,000). 
Obviously the first alternative gives the greater tax. Therefore tax will be 
charged at the rales applicable to Rs. 30,500. 

2. At what rate and on what tocomc is tax leviable m the follow- 


ing ca<es !— 

(,i) Assessment year 1942-43 : Rs. 

Income accruing or ansmg m State 25,000 

Income other than the above 20.000 

45.000 


(b) As!.esstncnt j car 1943-44 * 

Income accrcing or arising in State included m the 
1942-43 assessment for rate purposes but actually 
received m British India in the previous year 25,000 

Income accruing or arisiog m State 10,000 

British Indian income 15,000 

Total 50,000 


ilt$come Tax DePartmetilal Exanu 1943)> 


For the 1942-43 assessment tax will be levied on Rs. 20,000 at the 
rates applicable to Rs. 40500. 

For die 1943-44 as<essment tax will be levied on Rs. 40,000 at the rates 
applicable to Rs. 25,000. For rate purposes there are two alternatives, namely, 
either total income minus the remittance (Rs. 20500) or the remittance itself 
(Rs. 25,000). Obviously the second alternative gives the greater tax. There- 
fore tax will be diarged at the rates applicable to Rs. 25,003. 

Losses tn Indian Slates- As stated above, income accruing or ansmg 
in an Indian State is exemp* unless it is received m Bntish India. It is 
iherefote provided that losses susmtned m an Indian State can be set off only 
apamst the profits which accrue in an Indian Sate and which are exempt 
from tax; and if they cannet be so set off, they can be earned forward for 
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Six years for being Set off against the profits accruing or arising in an Indian 
State from the same basiness and exempt from tax. 

However, a loss sustained in an Indian State can be set off against the 
profits accruing or arising in another Indian State in the same assessment, 
where such profits are not remitted to British India. 

(b) Other Foreign Income. 

In the case of an ordinar> resident, all foreign income earned outside 
British India in places other than Indian States is taxable subject to an 
allowance of Rs. 4,500. If such income is brought into British India in the 
year of ac cru al, it is taxable.in.full , but if it is brought into British India in 
a "subsequent year Tt will not be taxed if it has already been taxed m the 
year of accrual. " - >- - 

Suppose, for example, that m the year ended 31st March 1944 an 
assessee’s income earned in Iran was Rs. 3.500, which was brought in full in 
British India on 1st June 1946» In preparing his return of income for the 
previous year ended 31st March 1^44, the amount of Rs. 3,500 would be 
excluded as it is less than the siatutory allowance of Rs. 4,50j , but it should 
1 1 included in his return of income lor the previous year ended 31st March 
1947. Now, if this foreign income be Rs. 27,000 instead of Rs. 3,500, then 
R". 22,500 would be included in the return of income for the previous year 
ended dlst March 1944, and Rs. 4,500 (Rs. 27.000 minus Rs. 22,500 taxed in 
an earlier assessment) would be included in his return of income for the 
previous year ended Mst March lSi7. 

If the Bssessoe is resident but not ordinarily resident, the unremittcd 
foreign income IS excluded from the computation of total income unless it is 
denv^ from business controlled m or profession set up m India; 'but it 
would be taxable if it is brought into British India in the year of its Accrual or 
in any subsequent year. 

If the assessee is a nun resident, ihc foreign income is included m his 
toul world income for determining the rate of tax applicable to his total 
British Indian income. If the income is brought into British India in the 
year of accrual or in any subsequent year it would be excluded from the 
computation of total income liable to lax in British India. 

Where the total income of a non-resident is a loss, it should be carried 
forward for future set-off against his British Indian income, but it should not 
be set off against his foreign income, otherwise he would not get any relief in 
British Indian taxation on account of the loss incurred by him in British India. 
Should there be any foreign loss of a non-resident, such loss cannot be set off 
against his British Indian income , but it should be carried forward for being 
set off against his future foreign income for a maximum period of six years, 

niustration. 

A company is held to be resident in one year on the footing that its 
income arising m British India exceeds its income arising in England, and 
the result is that Rs. 50 000 of its foreign loss is earned forward. 

For the next year the company is non-resident smee its British Indian 
income is only Rs. 60,000 as against its English income of Rs. one lakh. 

Would the less carried forward in the preceding assessment be set off 
against any income ? If so, which income assuming that (a) the English and 
the Indian business is one and the same, and (6) the English business is 
different ? “ 
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(rt) When the English and the Indian bnsiness is one and the same, the 
loss of Rs. 50 COO will be set oH against the English income , bat it cad aUo be 
set off against the Indian income. 

(6) If the English bnsicess IS different, the Joss of Rs, 50,000 can be 
set off only against the English income. 

Test Que<tIons. 

1. The income accruing or arising m an IndianState has been exempted 

from income tax with effect from the assessment year 1912^3. State clearly 
the natnre of this exemption, and point ont the difference tn the treatment of 
the income acemmg and arising m an Indian State and in other foreign 
coantnes. ^Agra If. Cane. J946) 

2. A I an ordinary resident ct British India, his his business at \gra 
and a branch in the Jaipur State. For the year ending 31st March 1945, Agra 
basmess resnlteJ m a profit ol Rs. 30000, but there was a loss of Rs. 20,000 
in the Jaipur branch. On what income will he pay tax, assuming the \gra 
and Jaipnr businesses to be (i) die same, (u) different 1 {Agra M. Cow. 1947) 

3. An assessee has mcarred a loss of Rs. 10 000 in an Indian State, 
hnt he has made a profit of Ra. 15,000 in another State. He claims that the 
Joss of Rs. 10,000 oe deducted from his British Indian income and the profit 
of Rs, 15,000 'honld be included only for the purpose of determining the 
total income. How will you deal with this matter ? 
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EARNED INCOME. 

Certain kinds of income, for instance, salary, professional earnings and 
business profits, arc earned through personal exertion. Other kinds of income 
such as dividends m’ereat on securities, and income from property arc 
earned without any such exertion. Income falling under the first category 
involves depreciation ofihehnman machine, and in the system of taxation 
filtowedby several counnesa lower rate has been fixed or some kind of 
relief has been given to tlie tax payer in respect of this class of income. 

The definition of earned income for purposes of taxation contained in 
section 2 (6 IS as follows : — 

"Earned income' means any income of an assessec who is an indivi 
dual, Hindu undivided family, unregistered firm or o her asso lation of per 
sons not being a company, a local authority, a registered firm or ^ firm treated 
as registered under section 23 (5) (b) 

(n) which IS chargeable und<.r the head salaries; or 

(6) which IS chargeible under the head profits and gains of business, 
profession or vocation where the business, profession or vocation 
is carried on by the assessee or, in the case of a firm, where the 
essessee is a partner actively engaged in the conduct of the 
business, profession or vocation , or 

(c) winch IS chargeable under tJie head other sources, if it is imme* 
diately derived from personal exertion or represents a pension 
or superannuation or oUier allowance given to tlte assessee in 
respect of his past services or the past services of any deceased 
person , and includes any such income, which, though it is the 
income of another person, is included in the assessee's income 
under the proMSioft^ of the Income Tax Vet, but does not include 
any socli income which is exempt from tax under section 14 (2) 
or under a notification issued under section 60. 

On analysing tins definit on we find that it consists of four things, vir. — 

1. It confines the expression to the income of an assessee who is an 
individual, Hindu undivided family, unregistered firm or other association of 
persons other than a con-psny a local authority, a registered firm or a firm 
treated as a registered firm, 

2. It specifies three mam classes of income which fall wjfhm the defini- 

prvfy^fium bosiness, profession or vocation, ancf 
(c) income from other sources provided personal exertion is involved; 

3 It includes witliin the expression incomes of the above classes of 
other persons which are included m the assessee's income, c g., wife's income^ 
or minor child’s mcome u der section 16 (3) , and 

4> It excludes inc< mes exempt under section 14 (2), i. e., share of 
profit from an unregistered firm or other association of persons which has 
been already taxed and the unrcmitled Indian State income or under a notifi- 
cation issued under section 60 
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Persons <o whom earned Jfieome reHef Is aJmIssJWe An «'-'>t.sscc who 
IS an mdividoal, Hindu undivided family, unregistered firm or other asscci i 
lion of persons is entitled to tlic carni-d income relief. 

In the case of a registered firm or a firm treated -xs a registered firm under 
section 23 (5) (b), as the lax is not payable b> the firm on its own Ichalf, relief 
IS admissible to tJie partners by whom Ux is pijabic and who arc th as cssecs 
Where a registered tirm is asM.->iCd under the second proviso to sfciiwi 23 
(5) (a) in rcspcc' of the ‘hart ot locoiat ol a non rtsidtm partner the earned 
iiicoini. allowance approptiae there » •voull be admis ible m dcterimnii g 
die tax payable by the firm on behalf ol die non resident partner provided 
llie partner is actively engaged in the eonduet ol the business of the lirm. 

If an unregistered lirm is not liable to pa> any ta\ because its income 
is below the taxable limit the appropr ate eariiei* income allow anee in respect 
of his share of profits of the titm would be admissible to any partner who was 
actn elv engaged m tlic conduct of llu busine*ss ol the firm 

Nonresidents — The Indian law does not make any di bnetion lor this 
purpose between residents and non residents, vide section 17 (5) 

Salaries All salaries u cludm^ l>ensousor o her allow Jiices fur |-ast 
services arc entitled to e irned meome tel ef Tlie annual accretion in any 
year to the balance at die credit of an employee pariic pating in a recognised 
provident fund, whtcli is included m Ins total income and which is exempt 
trom Income-tax will be treated as salary for the puriwsc of coirputing the 
earned income allowance. As already m Chapter 6, the arnual iccretion 
coasisu of the employer s contribution and interest on the employee & nrovi 
dent fund 

Profits and Gains ol Business, Profession or Vocation The income 
usder th s head is entitled to earned income relief if the business, profession 
or vocation is earned on by the asscsscc lumseh , m other words where he 
IS actively cngagexl in busmess. But the income re'ceived by an asscsscc 
from a bu-iness carried on by a Court of Wards, trustees or a receiver is not 
entitled Co earned income relief, as it is not immediately d'^ftved from per 
sonal exertion. In such a case ( rofitsare earned by persons to whom they do 
not belong and ihCy bcl iig (o md viduals who do n t e*arn them, liie earned 
income relief h lUKodcd only for as essee*s wh > both earn and own die 
profits. 

If an individual is a partner of a firm and is actively engaged in die 
conduct of the business of die firm, rel ef is admissible on his share of the 
prol ts of die firm and al>o in respect of the sliare, if any, of his wife or minor 
child, wh eh IS includible m his assessment under seaion 16(3) (a) (i) and 
(ii), unless the wife or lilt minor child has been given a share on account oi 
llif csifuial juve ted jolhc j&rm Jf ibe jOtbvidoaJ is OiV hj.TO>cJ/ 
engaged ill the conduct of the business of die firm, no rel ef is admissible on 
It s share of profits m die firm or on his wife s or minor child s share m that 
firm, unless the Wife or the minor child isacivel; engaged in the conduct of 
die businesw^ox 

InlhVcaN..o( a Hindu undmded family or an unrtgiseretl firm the 
position IS die same as in die case of an individual 

Income from Other Sources Income fa hng undi.r this liead wiP be 
earned income if it is imcncdtacc y derive I from pv.rsoial exertion, t, g , 
dire-ctors* fee-s, royalty oil books, on lure ol machinery or plant where 

the asscsse-c exercises constant supcivtsion and the activity is m tlu nature 
of busmens, underwriting commission, etc. 

No earned income allowance is admissible on account of capital gams. 
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Computation ol Earned Income Relief. According to <5ection 15^, the 
portion of the earned income on which tax IS not payable b> an assessec m 
any year is prescribed b/ the annual Finance Act. 


According to the Indian Finance Act of 1947, in making any assessment 
f.r the year ending on the 31st March 1948, an amonnt equal to one fifth of 
the earned income shall be deducted from the total income of an assessec 
provided the amount in no case exceed-. Rs.4000. It is further provided — 

(i) that no income-tax is payable on a total income which, before 

deduction of the allowance of earned income, does not exceed 
Rs 2.500, 

(ii) that income tax shall in no case exceed half the amount by which 

the total income (before such deduction} exceeds Rs. 2,500, 

(ill; that income tax shall not exceed etther {i) a sum bearing to half 
the ansDUftt by which the tctal income (before such deduction) 
exceeds Rs 2 500 the same proportion as such redn'*cd tota 
inoome bears to th^unrLfluctd'toul or (BJ the income tax 

payabiron the"mcomc so reduced arthe rates specified, whichever 
is le*s. 

Note The earned income relief for the two previous assessment years 
was as follows 


1. During the assessment year 1945 46, there was no relief m respect 
of salaries, and It was 10\ m respect of other earned income ^object to a 
maximum of Rs 2,000 

2, During the assessment year 1946 47, the salaries were entitled to a 
relief of 10” j, and the other earned income to a relief of 20”/p subject to a 
maximum of Rs, ^,000 in all. 

Ulustratlon. 

If an a«sessee draws a monhiy salary of Rs. 215. what will be his 
uxdbk income earned income allowance and tlie amount of tax payable by 
him for the assessment year 1947-48 ? 


His taxable ncofflo will be arrived at as follows • — 

Rs. 

Salary 2,580 

Less Earned raci me allowance being one fifth 516 

Taxable Income Rs, 2,064 


According to the provisicns of the Ind an Finance \ct of 1947, he will 
have to pay income ux on Rs. 2 064 in the ratio of tax payabRjin his total 
I income of Rs 2 580 before the deduction of earned income allowance. The 
tax -which he w uld have paid on histtal income of Rs. 2,580 had been 
Rs.40(hcinccnchdlf rf the excess over Rs 2,500). Therefore the income- 
tax payable by him for the assessment year 1947-48 on his taxable income cf 
Rs, 2 064 weald be Rs 32 mly Rs 2^80 , Rs. 2 054 , Rs. 40 , Rs 32) and not 
Rs 35-4'0. because the f rmcr amenm is less than the latter. 

Relief for Insurance, etc The toUl income will be reduced by the 
earned income allowance only for purposes of determining the rate of mcome- 
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tax. For other purposes, e. g., for calcahting the amount of C'^emplcd income 
in respect of insurance premia and provident fund contributions, the basis is 
the unreduced total income. The rate applicable for computing the amount 
of income tax relief on account of exetnp ed income will, however, be the 
rate applicaUe to the reduced total income. 

Super Tax. No earned income reficf is granted for the purpose of 
calculating the amount of super lax. The super tax is therefore computed on 
the amount of the total income. Bu* the ra'cs of sup»r tax applicable to the 
earned income and the unearned income are different, the rates applicable 
to the former being lower than those applicable to the la ter. 

Test Questions. 

1. What IS earned income ? What relief is allowed to asscssees in 

respect of the earned income ? (Agra LL- B. 7947) 

2. What du you understand by the term ‘earned income* ? Who is 
entitled to the earned income relief m ihc income-tax assessment for 1947— f8 
and to what extent ? Explain the admissibility of the earned income relief 
to an indiriaua], a Hindn andividcd facnity, a company, a registered firm, 
and an unregistered firm, lllastrate your answer by suitable examples 

(Agra 'f. Com. 194$) 

3. A B. C. IS a registered firm carrying on business m British India 
and Its partners are A, B aodC. A joined the army two years back and C 
has merely financed the business. The profits of the firm amoant ta 
Rs. 42,000 and are shared m the proportion of 1/6. 2 6 and 3/6 respectively. 
What earned income relief is admissible and to whom ? 

4 The standing counsel of the Income Tax Department is paid a retain 
mg salary of Rs. 200 per month. He received fees of Rs, 10,000 from the 
Departroco for conducting cases dormgthe financial year 1946-47. What 
15 the earned income relief to which be is eotiUcd in 1947-^8 assessment ? 
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Deduction o( tax at source. This will he explained in detail m 
Chapter 14. 

Illusiraiions, 

1 , Find out die taxable income from saiarr for the previous year 1946 
47 in the following cases — 

(<?) On 1st June 1946 a person was engaged as a salesman in a trading 
firm on a salary of Rs 250 per month and a commission of 5% on all orders 
secured through him Three months after his appointment he was, however, 
discharged on paymen* of Rs. 1,000 as compensiuon for the termination of 
employment. The value of orders secured through him during the period of 
his service amounttd to Rs. 12,500. 

(6) B IS the managing director of a large chemical works on a monthly 
salary of Rs. 1,500, a commission of 2i% on the net profits and a motor-car 
allownce of R'. 100 p.m He is also provided with a house whose annual rental 
value IS Rs. 900. The net profits of the business for the year were Rs. 45,600 
As an ex employee of the Gwalior State he ts also getting a pens on ot 
Rs. 300 per month. 

(c) For many years D has been m die service of a firm on Rs 200 
p. m. but on 1st July 1946 he was letrenched. He wia ptrtit. piling m an 
unrecognised provident fund maioaincd by his» employti. His. own contri- 
butions to such provident fund and interest thereon amounted to Rs. 3,450. 
On leaving the service he was paid by lua employer Rs. 5,750 from the 
provident turd. 0 1 1st October 1946 he, however, secured anotlier appoint- 
ment carrying a monthly salary of Rs. 180. 

(а) Salary for 3 months ... ... , 750 

Commission . ... .,, 625 

Income taxable as salary . ,, Rs. 1,375 

(б) Salary . ... 18,000 

Commission ... ,, 1,140 

Car allowance . .. 1,200 

Value of rent-free h>u$c .. ... - 900 

Income taxable as salary .. . Rs. 21,240 

Note The pension paid by the Gwalior Slate is uoi taxable under the 
head silanes. It is taxable is income from other sources under section 12 

(c) Salary loi 4 moiulis at 200 ptr month .. 800 

.. . 5 .. 180 .. . 9d0 

Amount recvivcd Jrom an unrecognised provident fund 5,750 
Less own coiKfibu ton and inteiest tlicrejii 3,450 2,300 

Income taxable as salary .. 4 qqq 

Provident Funds. 

The provident’funds, of which a salaried person may be a member are 
of three classes ^ ' 

1. Provident Funds to which the Indian Provident Funds Act ot 1925 
applies, e g , provident fu ul maintuned by railway companies, local autho 
riUes, universities, etc. 
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When a person 15 a mcEober of such a provident fand, only his own 
con-’rituiions thereto arc iQcJoded mhjs salary for mcome^x purposes, and 
no ncre is taken of his emplo) er*s contritations and interes* on the accnmolated 
balance to his credit. 

An employee’s own contribution to such a provident fund together with 
an\ life insurance premium is exempt from income-tax (but not from «aper- 
taxi op to ODC-s 2 Xtb of his total income or Rs. 6,0CD whichever is less, 

\ sum received as the accumulated balance at dte credit of a subscriber 
lo such a provident land is no* taxable in die hands of the recipient nor is to 
be included m his total income. 

2 Recognised Provident funds. \ reccgnised provident fond is one 
which conforms to the conditions laid down m section SS-C of the V^and 
which has been recognised by the Commissioner of Income-tax. The income- 
tax provisions regarding a recognised provident fund are *— 

Ccntributions made to a recognised provident fund by the employer and 
the interes* credited to the employee's provident fund are also included in the 
statu'ery total income of the employee. 

The Contribc'ions to a recognised provident fond both by the employee 
and the employer taken together arc cxcmp* from income-tax (but not from 
«upcr ‘ax) up to one-sixth of the employee’s annual salary o r Rs. 6,000 which- 
ever IS less, tilt snfrrj /or llus #>nr^oic •iieamng the regular payment received 
by the eiftphyee 'frem vfnel proi iJent fund ts dedusted) nn ! not cni extras 
that ire i>icli<clrrf in tlu term salary under section 7> such as the value of a 
free l^ousc or a bonus, etc. 

\n employee is also cnutled to obais rebate of income-tax on hfe insu- 
rance prcmiumb <ubject to the limit (hat the coatnbutions (both his own and 
his employer'^) to the recognised provident fund and the insurance premium 
tikeniegcthcf should not exceed one sixth of his total income or Rs 6^000 
whichever is less. The total income /or l/iis purpose is taken to be exclustre 
of the ei xployer s contribution -atid the interest on the provident fund. 

Internet credited on the accumolated balance of an employee is also 
exempt from income tax but not from sap"r-tax if it does not exceed one- 
thud of bis annual salary and the prc'cnbro ratp, namely, 6 per cent p. a. 

The accnmulaied balance due to an employee oa his retirement is 
aJ-yj exemp* from both income lax aod •Tipcr tax and is not to be included in 
his tttal income. 

3 Unrecognised Provident Funds. The contributions made ty an dm 
ploy ee to an unrecognised providcn fun I arc not exempt from income-tax 
but the periodical contribu'ions made by an employer towards the employee's 
provident fund are not taxab] year after year in the hands of the employee. 

\ juynjcnt of the accumnfe ed V<aVanc-^ ftom an unrecognised provident 
fund made to an employee less his own contributions and interM thereon) is 
howci cr ttxablc and is to be included in hu salary m the year of receipt, any 
life lasorance premium paid by a memberof an unrecognised provideut fund 
IS, how es er, ec’iiled to relate sut^ect to the usual conditions. 

lUoslratlon. 

A person is in recejp* of a salary of Rs. 600 per month, 10% of which he 
con-ribuies to a provident fund to which his employer also corunbuies a similar 
amount. He is provided w ith a rent free house by his employ er, the rental value 
of the house being Rs. 600 per anoom, and he also received a sum of Rs. 1,200 
as boems from his employer. 

The amount of interest created on his povident fund at 4 per ecu ptr 
annum is Rs. 450, and he paid Rs. IjOOO as life insurance premium. 
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Ascertain his income-tix Iiabih^ if the provident fund in question is (rr) 
a provident fund to which the Indian Provident Funds Act of 1925 applies, (b) 
a recognised provident fund, or (c) an unrecognised provident fund. 


The income tax liability in each of the three cases will be as follows t — 
(a) Salary (Total Income) ... ... ... Rs. 9,000 

Lxunpt^d hicoiiu- 

1. P. F. Contribution ... ... 720 

2. Life premium ... ... 780 

1,500 


(6) Salary 

Employer's contribution 
Interest on P. F. 


Rs. 9.000 
720 
450 


Total Income 10.170 


exempted lucomct 


1. P. F. Contributions 



1,200 

2. Life premium 

... 


300 

3. Interest on P. F. 

— 


450 

1,950 

Salary (Total Income) 



... Rs. 9.000 


Buempted hicome* 

1. Life premium ... 1.000 


Approved Superannuation Funds 

An approved superannuation fund is one which satishcs the uondidons 
laid down in section 58 P, and which has been approved by the Central Board 
of Revenue. The income-tax concessions enjoyed by a member of an approved 
superannuation fund are:— 

The contribution made by an employee to an approved superannuation 
lund is treated m the same way as a payment of life insurance premiums under 
section 15 Therefore such contribution along with any life insurance premium 
IS exempt from income tax (but not from super tax) to the extent of one sixth 
of hib total income or Rs, 6,000 whiclicver ts less. 

\n/ (ayment from an approved sup^raimoatiuii fund made on the death 
of a bent ficiary or m lieu ol or in cummuiauun of an annuity or by way of 
refund of conuibuiions on the death of a beneficiary or on his leaving tlic 
caipA.ytnent is also exempt from nx aftiJgcifitr lu t/it hands of the recipient. 

Illustration. 

1. In the cases mentioned below calculate for the previous year 1946-47 
die taxable income from salary and also the amount of exempted income 
cnutlcd to income tax relief : — 

(n) X IS a government scr/ant drawing Rs, l,350p. m.onlst April 1946, 
biannual increment of Rs. 50 |>er momh being due from 1st January 1947. 
A o /o deduction is made from ms salary for securing a deferred annuity to 
him. He is also provided with a rent free house of the rental value of Rs. 100 
p. m. He pays Rs. 4,000 per annum as premia on his life policies. 
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(>) y IS an emplcyee of a jnte miJI company wjih a monthly salary of 
Rs, 600. He contributes 10% of his salary to a reccgni'cd provident fund, his 
employer also con'ribatmg a Similar sum- The interest (at4'’3p.a.) on his 
provident fund account for the year amounted to Rs.536. On 1st January 1947 
he was paid by his employer one month's salary as bonus m respect of which 
no contribution is made to the providen* fund. His life insurance premium 
amounted to Rs. 2,560 for the year. 

(rt) Salary for the year • . 16,300 

Value of rent-free house . . . 1,200 

Income taxable as salary ... ^ ... ... Rs, 17,500 

Exempted Income^ 

1. Amount deducted to secure a deferred annuity 815 

2. Life insurance premium ... ... ... 2,101 

Rs. 2,916 

(d) Salary for the year with Bonus which is the taxable income 

under the head salaries . . Rs. 7,80 0 

Exempted tneome ♦ 

1. P< F. coatributiOQs (not exceeding \ of annual salary) 1,200 

2. Life insurance premmta ... ... ... 100 

3. Interest oo P. F. ^ ... .. ... 535 

Rs. 1,836 

2. On 1st July 1943 a person was engaged as an assistant in a mercantile 
office on Rs. 200 in the grade of Rs. 200-10-300. In March 1946 he received 
Rs. 400 as an adijoce of pjy to 6c jucovered in eight equal monthly instal-^ 
mems. What would be his taxable mcome from salary for lSM5-^6 and" 
1946-47 i 

1. Salary for 8 months ... ... ... 1,600 

Advance of salary ... 400 

Taxable as salary for l$45-46 . ... R>. 2SXO 

2. Salary for ihc year .. . .. 2,480 

£.r*s advance recovered ... 400 

Taxable as ‘=alary for 1946-47 Rs. 2,0SQ 

3. Under seaion 14 2) (c) of the Income-Tax 4ct, income accruing or 
arising in an Indian State is exempt. Having regard to this provision state 
giving full reasons whether the income from saUiy in the folwwing cases is 
exempt or not : — 

(a) Leave salary drawn in Kashnur State by an officer of the Burma 
Gov ernment m respect of leave earned in Burma , 

(b) Leave salary drawn in an Indian State by a servant of the Central 
Gov ernmen* ; 

, (c) Salary paid ta an Indian 5 ate to a servant of His Maiestr by or on 

behalf of the Crown , 
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(d) SdUry pJid in ihe finit instance by the Ctiitral Government but 
subicquejidy ri.co\ cred Jrjm the State loan offi-ci on depu a'lon in the State 
The olticer is ordinarily ri.sidcnt m British India , 

(e) \n engineer of an Indian State an deputation in British India 

receives here a compon ilorj allowance of R« 1,000 per month which is claim 
cd to be exemp A' regards the salary of Rs 2,030 p^r month it is pay able 
by the go-v ernment to the S ate which in turn pays it to the engineer in the 
State. , 

fa) Since the separation of Burma in 1937, it does no‘ form part of 
British India and thus both Burma and Kashmir are outside the purview of 
the Indian Income Ta^r Acf and no quesCtoo or assessment arises in this case 

(b) The leave saiary drawn m an Indian State by a servant of the 
Centnl Government is no exempt, because under section 7 (2; the salary paid 
from Indian revenue to a government servant (whether British subject or not) 
in any part of India including Indian States! is deemed to be salary paid in 
British India, and as such is chargeable. 

fc) Salary paid in an Indian State to a st rvant of His Majesty by or on 
behalf of the Crown is not exempt, because the salary or the leave salary of 
tn employee wherever he may have been residing and wherever it may have 
been paid is deemed to have accrued or arised m British India, provided it is 
earned in British India. 

(d) In this case, though the income is exempt from tax. yet it shall bo 
included in the total income of the asscssec subject to a reduction of Rs 4,500 
far rate purposes If this income is actoaJIy rcmiiud to British India, it wiH 
be taxed, 

(e) The engineer will have to pay tax on his monthly saiary of Rs 2 000 
because the salary or die leave salary of an employee, wherever he 
may have been residing and wherever it may have been paid is deemed to 
have accrued or arisen in British India provided it is earned in British 
India 

The coaipci saiory allowance of Rs 1 000 per month is taxable because 
an asscssee has to pay tax on all income received or deemed to be received 
in British India in the pre i)us.year irrcsp ctive of whether it aceruetJ or 
arose within or without Brit sh India, unless it is an allowance paid by the 
Indian S ate in Britjsli India durng iht period of deputat on for trainingin 
Bnti h India 

Lite insurance Premiums 

The premium paid tor insurance on the life of th asscssce or or the 
life ( I his wife or hir husband {or in the Das'* of a Hindu undivided family, 
on the life ot any male member or his wife) is exempt from income tax 
prov ded (i the annual premium does not exceed 10 per cent of the sum 
assured exclusive of any bonus addition , and (ii) the annual premium together 
with any exenyjted provident fond contributions does not exeecd in the case 
of an individual one sixth of his total income or Rs 6 000 whichever is less 
and n the case of a Hindu undivided family, one sixth of its total income or 
Rs 12 000 whichever is less 

Out of the premiums paid in respect of a policy that covers the risks of 
sickness ana accidental injury and also the risk of death only so much as is 
atinbutable to the risk of death (from whatever cause) Is exempt from income 
tax 

No rebate of income tax is allowed on any sum withdrawn by an 
assessee from his provident fund in order to pay his life insurance premiums 

Although insurances on die life of a child do not entitle the assessee to 
the concession yet it should be noted that certain kinds of insurance which 
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are for lie benefi' of the cUilJ, should be treated is insurances onihehtcof 
the tsscsscc Policies arc often taken assessccs nith a view to securing 
the pro\ ision of a lump sum for their children i. e.. for tlicir education. 
maiTiage or other purposes) at a stipulated time and the sun assured becomes 
payable on that date even if ilic assured dies after pa\ing only one premium 
An assurance of this kind is really an msnnnce on the life of the as csscc ks 
it IS designed to secure m the evert of the asscsscc s early death (though not 
immediately after his death) a b nefi considcra jl) grea er in amount than the 
annual paymen s which he has made and conscqncntl) the prem ums on such 
policies arc eligible for rebate The cri erion that should be adop cd in such 
cases IS whether or not there is a contract dependent on the life of the 
asscssec 

fio relief is admissible on premiums paid out of focomc accruing or 
arising oujude British India where such foreign income is not chargeable to 
Indian income tax. 


II Interest on Securities 

Under section 8 tax IS pai*ablc on the merest fr mg vernraen ocurme» 
and dtbLinurvs of corapimes snJ licil auh nii. II wvver tin. divilcrd 
on the shares of the Rcacrw Bank of India is induJv I ut mteres on !>i.i.uriiic 
In computing the taxable income from such meres the lolloping allnvanccs 
arc admissible — 

1. Bank commission for collecting in cre>t ^ 

2, In ercst on loans taken speciiically for purchasing ^eeuruic^ provided 
that any merest chargeable to ta\ ba payable w ithout British India is not 
allowed unless either i is in ercst on a public loin is«ue I bi-forc 1st April 
1938 or mcome-^ax has been paid thereon or deducted therefrom tr tliete is 
an agent in British India who may be treated as an asi ssco on I^clialf of the 
non resident, 

Notes -^1) It a loin IS liken to purcha«e laxitee securities, then the 
interest on such loin should be deducted from lh> ti\ free interest 

(2) There can be lo«s under th s held if th* interest pi d on i loin liken to 

buy securities exceeds the interest on <ecutities buch i losa is entitled to be 
<et off against income under other h*aJs ' 

(3) Interest on securities IS taxed uhoi rcc ucJ , but where it is part of 
(he profits of a busme«s prolessionoi vociiion iloiting the mercintile system of 
arcountancy, ft would b* tixed oo an accrual bi«i • 

Tax free Oovemment Securities.— >lotere<^ from tax free government 
sisi* .kuhlr ds* .Ur, ^ .khswgiV at'Afi\d;a' at Mv? iir-r.* Awnsuw? >5^' iiW 

asscsscc for the purpose of determining the ra c of tax applicable to him The 
5 per cen^ 19+5-55 loan of the Cen ral Govcrnmci is the onl) tax free 
security now in existence 

Cnm dividend and ex dividend transactions, — With regard to the cum 
dividend and ex-dividend transactions in securi ICS it is to fa~ noU I tha for 
income-tax purpose the dividends and inerct arc tlie income of the owner 
of securities on the da es on which the dll idend or inert:, falls due for piy 
ment g tcept in case of a bond w aslung (see Chap or IX) Tiius if a security 
issold cum-div. (die purctiascr drawing the imcrtsi ani not ilu. vendor) 
the vendor canno claim for ihc purpose of assessment that Uit m vrtst 
should b. treated as lus tncomt If liowcvcr, ht is a deal i in securiiits 
tJie profit from du. purchase and ^lo of securities will be taxable in Iiis hands, 
because it would then be income and not capital 
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Tax-free commercial securities Here "Tax free" means that such 
securiMes (i. e., shares and debentures issued by limited companies free of 
tax) are not actually free from tax, but that the security-holders have not to 
pay tax again from their ov-n funds, because the -com^ny has already paid 
tax from Its undivided profits on behalf of die security holders. The amount 
of income which IS received by the securityholders in the shape of tax free 
dividend or tax free interest is therefore the net amount of income and has to 
be grossed up for assessment purposes. 

Note. — The phrase Le»s tat’ id the case of both government and 
commercial securities meana one and the same thing, \iz., that the security 
holdersjiaje to bear ihe tax as only the net amount of income is handed oier 
to them. ^ 

Illustrations. 

1 A's investments for 1946-47 were : — (a) Rs. 40,000 3J®/o Government 
Paper , (b) Rs. 20 000 fi"/. Municipal Debcntnres , and (c) Rs. 60,000 4i''/o 
Port Trust Bonds. His Bank charged him Rs 10 commission for collecting 
interest on the invistmciits and he paid Rs 700 as interest on a loan which he 
had specificallj taken for purchasing the Municipal Debentures What is his 
taxable income from interest on securities ? 

Interes* for the year on all securities 5,100 

Less Bank Commission 10 

Interest on the loan 700 710 

Taxable income from interest on securities Rs. 4,390 

3. On 1st April 1946. X held the following investments : — (a) 
Rs 80 000 3®/o Government Loan , (b) Rs 60,000 3i\ Bombay Port Trust 
Bonds , (c) Rs. 80,000 5% Improvement Trust Debentures , and (d) Rs. SO.OOO 
5®/o Government Loan 

On 3lst August 1946 he purchased Rs. 20,000 4® g Government Bonds 
(interest payable 1st June and 1st December) at 92} c. d. 

His Bank charged him Rs. 23 as commission for collecting interest. 

Calculate his taxable income from interest on securities. 


Interest on securities existing on 1st April 1946 10.000 

Interest on 4% Bonds for half year 400 

■ 10,400 

Less Bank Commission 25 

Taxable income Rs. 10 375 


6 On 1st April 1946 B’s investments consisted of the following . — 

(a) Rs 60 000 4® 0 U. P Government Loan , 

(b) Rs 30 000 5®/o Calcutta Improvement Trust Debentures , 

(c) Rs 20 000 5“/o Government Paper , 

(d) Rs. 15 000 6® g Preferen*^ Sliares of a cotton mill company . 

Oi 1st Sep ember 19t6 he sold the Rs. 20 000 5" „ Government Paper 
and purchased Rs 40 GOO 6® „ Calcutta Port Tru t Bonds. The additional 
sum of Rs. 20 000 needed for the purpose was borrm\ed from the Bank at 
6 per cen- i>er annum m cr st The Bank charge 1 commission for selling 
and buying of the securities a, the fate of one anna per cent, and for collecting 
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interest and dindend at the rate of fcmr annas per cen calculated on the 
gross amount of interest or dividend, which in each case is payable half 


yearly on 1st January and 1st July 

Find out his taxable income from interest on securities 
In'ercst on 4® o U» P. Loan for one year 2,400 

Interest on 5" g Calcutta Improt emen* Trust Debentures 
for one year - 1,500 

In erest on 5® <, Government Paper for half year 500 

Interest on 6% Calcu ta Port Trust Bonds fhr half year 1 200 

Less Bank Commission i 14 

Interest on the loan for 7 months 700 714 

Taxable Income Rs. 4,8*6 


Note. — The dnidend on shares is not to be taxed under the head Interest 
on Securities , but it will be taxed undei the heading Inrom* from other 
Sources • 

The Bank s buying and selling commission canoot be deductel as it is lo 
the nature of capital expenditure 

in. Income from Property. 

Under section 9, tax is payable by an assessee on the bona fide annual 
valoe of property consisting of buildings or land appurtenant thereto, of 
trhich he IS tlie owner, other (hao sueli portion as may be used for his bust 
ness, profession or vocation, the profits of which are assessable to tax. 

It ts only the owner who ts liable to pay tax ondcr this head. Where 
a person derives some income from house property which he holds on lease, 
such income is chargeable under section 12 Similarly income from lands 
not attaclied to a bnilding is chargeable not under this section but under 
section 12. 

Annual Value Tax under this head is chargeable in respect no* of any 
actual rental received but of the bona fide annual value. The bona fide annual 
value of a building is the fall aonoal rent at which it can be let from year to 
year, if the owner bears all owner's burdens including municipal taxes or 
taxes chargeable from the owner and if the tenant bears all tenant's 
burdens induding municipal rales and taxes chargeable from the tenant. 

But If the property Is In the occupation of the owner, the annual value 
thereof shall not exceed ten per cent, of his fotil Income. 

No deductions from the annaal value are permissible on account of any 
municipal or local rates or taxes m respect of property. Where, however, 
under the tcnarc} agreement the owner pays the occupier’s share of municipal 
tax, then the amonnt included in the rent on account of such tax is deductible 
from the gross rent for the purpose of arriving at the bona fide annual value. 
On the other hand, if there IS a s ipuIatioD that the tenant will, in addition to 
the regnlar rent payable lo the owner pay to the municipality the owner's 
sliare of tax, tlicn such tax must be deem^ to be a part of the rental value 
and must be added to the rent lO order to arrive at the bona fide annual 
value. 

Wierc the propertj is situated in a municipal town, the municipal 
taluatjon of the projicrty or die actual rent receivable (if Jet), whicheier 
ts grea er, is ordinarily taken to be Uie annaal value of the property. 
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Deductions. In computing the taxable income from property, the follow- 
ing deductions are allowed from tlie annual value . — 

1. One sixth of the annual value for repairs, irrespective of whether 
anything has been spent on repairs or not Tins allowance will also be gran 
ted in full even when an allowance is given for vacancies Where the proper 
ty IS let and the tenant has undertaken to bear the cost of repairs, the amount 
allowable is the difference between the annual value and the rent paid by the 
tenant up to, but not exceeding, one sixth of the annual value. 

2 Premium paid for insurance against the risk of destruction of 
property e g„ fire earthquake, lightning, civil commotion, etc. 

3, Interest on mortgage or charge on the property irrespective of the 
object for which the money is borrowed. 

4 Annual charge on property which is not of a capital nature. 

5 Interest on capital borrowed for the purchase, construction, repair or 
renewal of property. 

Note — The above three allowances will not be granted, if they are 
payable to a non resident, unless tax has been deducted therefrom at the 
maximum rate or the owner of (he properly agrees to be taxed as an agent of 
such non resident. 

6 \ny ground rent to which ihe properly is subject. 

7. \ny land revenue paid in respect of the property. 

8. Collection charges, being 6 per cent of the annual value or the 
actual amount whi^ever is less. Legal expenses incurred in recovering 
rents from tenants arc included in collection charges , but only the net 
expenses (i, e , after deducting any costs recovered from the opposite party) 
are deductible. 

9. Vacancy allowance, being that pan of the annual value which is 
proportionate to the period during which the property remains vacant. Where 
an assessee owns a house and keeps it ready for hts own occupation or for the 
occupation of his guests, the house cannot he said to be vacant merely because 
it was not occupied for a certain period 

10. Under section 60, a deduction in respect of unrealised rent is 
allowed from the taxable income from property thus ascertained, if the follow 
mg conditions are satisfied . — The tenancy is bona fide , the defaulating 
tenant has vacated or steps have been taken to compel him to vacate the 
property , the defaulting tenant 15 not in omupation of any other property of 
the assessee , and the assessee has taken all reasonable steps to institute legal 
proceedings for the recovery of the unpaid rent 

^0*6 — The allowances (2 8 above) must be supported by proof of actual 
expenditure but m t necessarily of actual payment. 

Should the admissible allowances exceed die annual value of property, 
there will be loss Irom pro, erty , and this will be set off against income from 
other sources. 

As the tax on income from property is levied on a notional basis, there 
IS no provision in section 9 (as there is in sections 10 and 12) regarding the 
method of accounting to be adopted. 

Property owned jointly. Wlicre a property is owned jointly, and the 
share^jhcTO owners are definite and ascerteinable. they «re not assessed as 
an as^iation of persons bm the share of eacli part owner is assessed on him 
as part of his total income. 
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lllusfrfttloiu 

Four persons combined lo purchase a house property in eonal shares. 
Its net annnal income amounts 'o R<. 6JOOO, which rs assessed joiaUy as income 
of an association of persons. It is claimed that the assessment should be 
made separately and the income of each being below Rs; 2,500, no tax is pay* 
able by them. 

How will you deal with this case ? Give reasons for your answer. 

{Agra \1. Com 7947)* 

Although the property is purchased jointly, yet the respective shares of 
the joint owners are definite and asc«tainable. Therefore each joint 
owner «honld be assessed separately in respect of his share of the property 
income. If each joint owner has no other income he is not liable to pay any 
Ux. 

Exempted Property Income. This is a new head of exemption rntro* 
doced for the first time by the Income Tax Amendment \ct of 1946. In order 
to encourage private construction of residential buddings, exemption has b<.en 
granted from ux in respect of ihe bona fide annual valne of all such buddings 
as are commenced and completed between 1st April 1946 and 31st March 
1948. This exemjXion will be available only for a period of two years from 
the date of the completion of boddmgs , and it does not apply to bmldings 
used for business jwrposes. 

Illustrations. 

1, B IS employed as a clerk lo a government ofEce on a monthly salary 
of Rs. 120 and his lovestmems consist of Rs. 20.000 7% Debentures in a 
puLlic utility concern. He is also the owner of a largo house whose munici 
pal valuation is Rs. SOO, about a third of which he has let at Rs. 30 a month, 
using the remainder for his residence. The whole boose is mortgaged for a 
loan which he took for the marriage of hts sister, and the mteren on loan 
amounted to Rs. 300 for the year. 

Find out his taxable income from property and also his total income. 

Gross annual value of portion let Rs. 360 

Less 1/6 for repairs 60 

^oportionate interest on mortgage 100 160 200 

Gross annual value of portion occupied (limited to 

IC’ig of Ihe total income) 300* 

Less 1/6 for repairs 51 

Proportionate interest on mortgage 200 251 58 

Taxable income from property . Rs. yTta 

Statement of total Income t — 

1- Salary Rs. 1.440 

2. Interes* on securities 1,400 

3. Income from property 258 

^ Total income Rs. 3 098 

"This IS ascertained as follows “Let the gross annual value of the pro 
periy occupied by the owner be x , then the total income v-outd be- 
1.440+l,400+200+l*-j*-200) 
or ®-i*+2.840. 

Hence *-10% of a - i x-2.840. 
or x-309 
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In order to calculate the gioss ananal value of the property occupied by 
the owoer (restricted to 10 per cent, of his total income) the following formula 
<3n be readily applied : — 

Gross annual value of the residential property is equal to lO of of other 
taxable income iiitims expenses (other than the l/6tb statutory allowance for 
repairs) m respect of residence 

Thus using the figures given in the ibove question, the gross annual value 
of the property occupied by the owner would be. 

^of[|of { (1440+1400+200)-200 } or Rs. 309. 

2. The property of a person consists of three houses, of which the 
municipal valuation is Rs. 600, Rs. 500, and Rs. 760 respectively, TTie first 
house IS used entirely for purposes of his business (the profits of which are 
chargeable to tax), the second is half occupied for his residence and half let 
at Rs. 25 per month, while the third house is wholly let at Rs. 60 a month. 

His expenses in connection with the second and third houses are : 
Municipal taxes Rs. 105 , Repairs Rs. 465 , Ground rent Rs. 56. The second, 
house IS also subject to an annual charge (not being a capital charge) of 
Rs. 125. 

Calculate hia taxable income from property, assuming that the taxable 
profits of his business amount to Rs. 3.20(h 

The income of the house, which is used for purposes of the business, the 
profits of which arc chargeable to tax. is not taxed under the head income from 
property, in the case of (he bouse which is part^ used as a residence and 
partly let, the annual value is determined on the basis of the rent received 
for half the portion , and in respect of the third house the mumcipal valuation 
is taken to be the annual value, because the actual rent receivable is less. 

Gross annual value : 2od bouse Rs. 600 

3rd house 760 1.360 


L«ss ; 1/6 lor repairs 
Ground rent 
Annual charge 


226 

56 

125 407 


Taxable income from property Rs. 953 
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Ascertain (a) taxable income from property, (6) total income and (c) the 
amount of exempted income, assuming that he paid Rs. 850 as premia on his 
life policies for Rs. 25 000 (Agra B. Co >u 1946) 


(a) Annual value of property let 


1,200 


Less 1 for repairs 

200 



Interest on mortgage 

720 



Land revenue 

24 



Insurance premium 

72 



Vacancy allowance 

200 

1216 

-16 

Annual value of property occupied 


80) 


Less 6 for repairs 

133 



Interest on mortgage 

4S0 



Land revenue 

16 



Insurance premium 

48 



Interest on loan 

125 

802 

“2 

Income from propeny 

Rs. 

-18 

Note —The expenses common to both the bouses have been .ipporiicned 

according to annual \alue. The cost of exteosions 

ol electric fittings is 

capital 

expenditure. 




(6) Salary 

9600 



Employer’s contribution to P. F. 

600 



Interest on P. F. 

.. 672 



lx»s ftotn property 

-18 



Total Income 

Rs. 10354 




(c) Exempted Income i 

1 P t, coDtributiOos 

2. Life insurance premia 

3. P. F. interest 

Rs. 2,269 


4, A person owns two houses whose aonnal lettmg value is Rs. 6,000 
an3 Rs. 2 000 respectively The first house was purchased some ten years 
ago but the second house was constructed in the period from I5ch June 1946 
to 1st December 1946 

Rs. 200 a year IS payable for the ground rent of tlie land on which the 
old house stands , but as it was m arrear for the last three years he had to 
pay Rs. 800 dnrmg the year ended 31st March 1947 

The new house has been constructed with borrowed capital on which he 
paid 6 per cent, per annum mteresL 

IVhat would be the taxable income from property for the assessment 
year 1947-48 ? 

The income of ihe second house, which has been constructed m the period 
from 1st April 1946 to 31st March 1948 is totally exempt from tax The 
taxable income of the first house will be as follows — 


1,200 

397 

672 



CHAPTER 7. 

COMPUTATION OF TAXABLE INCOME (2) ^ 

iV. Profits o! Business, Profession or Vocation. 

A* business inclades any trade, commerce or manufactore or any 
adventnre in the nature of trade, commerce or manufacenre. The definition 
makes it plain that the profits of even an isolated transaction, it it constita‘es an 
adventnre m the nature of trade, are taxable 

A f>rofessiti)t is an occupation requiring purely intellectual «kill or manual 
skill controlled by the votellectuil skill of the operator, e, g., lawyer, accountant, 
doctor, surgeon, etc, 

A eoctf/io« (as distinct from employment) IS any other calling pursued 
for the purpose of earning one's livelihood, e. g,, broker, insurance agent, 
singer, dancer, etc. 

CTndef section IQ tax IS payabte in respect of the profits or gams of any 
business, profession or vccatioo carried on by an assessce The fact that a 
business is illegal or nnlawful does not affect liability to tax, that is its profits 
are taxable. 

There is, however, no defioibon of profits or gams. AD that is stated la 
this section is that certain dedoctions alone are permitted m computing profits. 
The section assames that the gross profi' has been arrived at somehow , and 
in regard to tilts matter it woald appear that in the absence ofanystatniory 
provisions, tlie accepted priocioles of accoouiiog should be followed and tliat 
the accounts should represen* facts with truth and accuracy. 

While it IS dot possible, owing to the variety of accounting systems, to 
prescribe exhaustive lists of deductions that are or are not permissible m the 
case of all busmesses, the following dedot^ious are permissible in the case of 
all businesses according to section 10 (2) 

1. Rent of premises in which (he bustocss ts earned on. But if any 
substantial pan of the premises IS used as a dwelling house by the assessee, 
the amount of rent to be allowed will be so much as the I. T. O. may determine 
having regard to the proportionate annual value of the part so used. 

If the rent is paid by a firm to a partner /or the U'e of his premises, it is 
deductible from the profits of the firm. 

Where the premises are owned by the owner of the business, no 
allowance on account of rent ts permitted, because the owner is not liable to 
pay tax on the income ot the propertv. 

2. Repair of premises where the assessee is the tenant only and has 
undertaken to bear the cost ol repairs. Where a substan lal part of the premises 
IS used as a residence by the assessee, the same proportiou of die cost ot 
repairs would be permitted as is taken in calculating the rent permissible. 

3. In'ercst on capital borrowed for business purposes except (i) interest 
liable to tax but payable abroad save under cenam conditions (as given la er 
mthis diap(er),and {n) interest paid by a firm co a partner (uhetlieron capital 
or on loan) The provision for disallowance of mti-rcst dependent upon die 
earning of profit has been withdrawn. 
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4. Premia for insurance against the risk of damage or destruction of 
buildings, machinery, plant, furniture, slocks or ^tore used for the purposes 
of the particular business, profession or vocation under assessment, and no 
allowance can be made for premia for other insurances Any sums not actuall y 
expended on premiums, but merely set aside as a reserve for insurance, 
cannot be allowed as a deduction. 

5. Current repairs to buildings, machinery, plant or furniture used for 
business purposes. The phrase 'current repairs’ means such repairs required 
to keep these assets m serviceable condition as are rendered necessary by 
ordinary wear and tear (as opposed to accidental or wilful damage or. other 
unusual causes) and are of their nature recurrent at comparatively short inter- 
vals. U also includes minor replacements of pans provided that such replace- 
ments are not of such an extensive nature as to a change the identity of the 
asset m question But expenditure on an asset, that would have increased its 
capital value if it had been incurred when the asset was new, would be 
regarded as capital expenditure. 

6. Depreciation See Chapter 10 

7. Obsolescence. See Chapter 10 


Note.— -Where any building, machinery, plant or furniture is not used 
wholly for business purposes, only a proportionate amount of the above four 
allowances (No 4 7) can be claimed. 


8. Loss on the sale of dead or useless animals used for business 
purposes. 

9. Land revenue, local rates or municipal taxes in respect of each part 
of business premises as IS used for business purposes. No allowance can 
be claimed on account of any other ratc» or taxes whatsoever. 

10. Bonus to employees. Only bonafide payments of bonus to empio 
yees tor services tendered is allowed where (t) u would not have been 
payable to them as profit or dividend if it hod not been paid as bonus or 
commission , and (6) it is of a reasonable amount liaving regard to the pay of 
the employee and the conditions of his -vervicc, the profits ol tlic business and 
the general practice in 0 her similar businesses Such charges will be nor- 
mail) allowed as deductions unless there arc grounds for suspecting tint tlie 
amount of bonus or commission has been fixed with a view to avoidance of 
tax by the employer, 

11. Bad and doubtful debts. An allowance for bad and doubtful debts 
IS made on the following conditions . — 

(,j) If the accounts of the assessce m respect of that part of his business 
in which bad deb3 have occurred arc kept on the mercantile basis 
and not on he cash basis but in the case of a bank or money- 
lending business irrecoverable loans given m the ordinary course 
of bu mess are allowed even if the books arc kept on the cash basis. 

(6) Only such amount as the I. T. O. estimates to be irrecoverable is 
allowed. 


(c) The amount allowed should no» exceed the amount actually wutten 

off in the books of the asscssee, ’ 

(d) If the amount okimatcly recovered on a book debtor loan is ereatcr 

than the difference between the whole debt or loan and the amount 
so allowed, the excess would be deemed to be a taxable profit of 
’'rS' ■ “"d ■' 1“». ■he dcfic.ency woolj te 

allowed in that year as a business expense. 
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12. Any revenue expenditurclai Jmit orexpended on scientific research 
related to the business will be allowed. 

13. Any sum paid to a scientific research association having as its 
objects the nndenaking of saen‘ific research related to the class of business 
earned on, and any sum paid to a university college or other institution will 
tc allowed provided these bodies have been approved for the purpose by the 
prescribed authority. 

14. The entire capital expenditure on scientific fcseardi related to the 
Uisincss IS allowed in five annnal consecutive insialmLnts commencing from 
die accounting year in which the expenditure was incurred. The allowance 
li gran cd even if the research exp nditar was incurred within three years 
{ nor to tht commencement of the business. 

15 The amoun* of any Basinets Profits Tax payable will be allowed 
as a deduction in computing iho taxable locome from bn'incss, 

16 . Miscellaneous business expenditure. Under the residual clause 
(xu) of sfion 10 (2) allowance IS given for “any expenditure (not being in 
the na*ure of capital expenditure or personal expenses of theasscssee) laid out 
or expended wholly and exclusively for the purposes of sntii business, pro- 
fession or vocdtjon.'* The essemiaf conditions thu should be fulfilled in order 
that an expenditure may be allowed under this clause are 

(t) It most be an expenditure , 

(ii) It must not be of a capital nature or a personal expense , and 

(in) It mast be laid out or expended wholly and exclusively for the pur* 
poses of the bosiness. profession or vocation. 

Whether a parocaUr expenditure has been incorred solely to earn the 
ptofi •< or nhedter t is capiul expenditure depends m each case on the nature 
of (he bosinesi, commercial praaice the nature of the expenditure and other 
circumstances. It it not therefore po-.'-ible to enumerate what would or would 
not be admis iblc deduaions under clause (xu) The following examples 
illustrate the general principles 

(1) Advertising charges would be allowed if they were incurred m 
selling the goods in th" ordinary coarse . but if a sp^ial adverti'ing campaign 
r%cre und'Ttaken for expanding the business or extendmg the activities of the 
busine's in new directions, the expenditure wonjd be disallowed because it 
would then be in the na’ure of capital. 

(2) Legal expenses would be allowed, if no- for capital purposes, irres 
pcancof whether *he assessee won or los*. on the action. Expenses fir 

ViaWiiy ‘i&isicomfax-ww&Vdxttiitoe'aViowed as'fiie expendimre is 
by no means, neccssar} for earning th*» meume that is the subject of charge. 

(3) \adit and other acconmancy expenses incurred annually including 
ixpenses of settling tbv income-tax lubiljty of an assessee are ordinarily 
allowed. Bat expenses connected with subsequent income tax proceedings 
Ixfore the higher authorities in app^l arc neX admissible. 

(4) Embezzlement by or through the srclessness of an employee m 
the couf«c of txi«iness is allowed as a diduction, but no: money lost through 
the person responsible for the business or money lost by ^efu 

(5) Broker’s charges arc allowed if for selling goods or securing orders, 
fcu* not for rai«mg loans or securing capital. 

(6) Royalues paid for patents and copynghB are a permissible dedurtion. 

6 
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(7) Premmm for insurance against loss of profit can be allowed because 
the sum recovered under such an insnrance policy is taxable as a trading 
receipt. 

(S) Premium paid to insure the life of an employee who personally in- 
fluences the business and whose death will cause a diminution of ptofits can 
be claimed as a deduction. 

(9) Premia pai 1 for insurance against accidents of employees as welt as 
to cover the risk of liability under die Workmen's Compensation Act are 
allowed 

10) Employer’s comribuuon to a recognised provident fund is an admis- 
sible deduction under section 58-K. 

(11) Under section 58 R the employer's contribution to an approved 
superannuation fund is also allowed. 

(12; Contributions to an unrecognised provident fund by an employer 
arc allowable if the fund is constituted as an irrevocable trust and if no part 
of die employer's contributions can be recovered by him. If the fund remains 
in the hands or under the control of the employer, no contributions by him 
would be allowed as a deduction, bm acmal payments (of the employer's con- 
tributions only) made to employees leaving the service would be allowed in 
the year m which such paym'^nts are made, provid d that, as required by 
section 10 (4) (c , effective arrangements are made for the deduction of tax 
from soch piayments. 

(13) Contributions to an unapproved superannuation fund made by an 
employer are also allowable, if the fund is constituted as an irrevocable trust 
and if no part of the employer's contributions can be recovered by him. If 
such a fund remains in the bands or tinder the control of the employer no 
contributions by him will be allowed as a deduction, but actual payments of 
pensions to ex-employees or to their widows or children would be allowed as 
deduction when the pensionary payment is a fixed and securing one No 
claims on account of pensions will, however, be entertained when they are paid 
to persons who have or who at any time Jiad a share of interest in the business, 
profession or vocation. 

(14) Subscriptions given by a business arc allowed if their payment is 
commercially expedient and of benefit to the payer 

(15) Compensation paid to an employee on termination of the employ- 
ment IS deductible whtn n is not expedient m the interests of the employer to 
keep him 

(16) Compensation for the umcetlation of a contract (if n was one for 
goods and not for capital assets) is an admissible deduction. 

(17) Indian traders generall) charge their customers a small fee on each 
iransaciion called dharmala, the proceeds ot which are supposed to be 
devoted to various charitable purposes. Sucii customary receipts and the 
corresponding expenditure by die assessec shiuld be left out of account 
altogether in computing the taxable income provided the I. T. 0 is reasonab 
Jy satisfied that the sums in question are reaUv applied by the assessee 
ultimately to the object for which they wen. ostensibly collected. 

(18) Sales tax is allowed in proportion to sales. 

(19) Muhurat ceremony expenses np to a maximum of Rs. 400 

(20) Loss of stock jn trade by sinking of a boat. 

(21) Loss by theft of money entmsted to an employee to be detxisitcd 

in the bank. * 

(22) Loss of cheap gram shops. 

(23/ All welfare expenditort of a revenue nature. 
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Valaatlon of Stock, — For compn'inf* the taxable income from hasiness, 
It IS necessary that a defini e and omform method of stock \ aluation shoold be 
adopted. 


InadmlssibTe Expenditure, 

In computing the taxable profit ol a basmess. profession or vocation the 
following expenses are disallowed » — 

1 Under sec'ion 10 (2) (m) anj inwest chargeable under the Act 
which IS payable without British Indta ex>.ept (o) interest on which tax has 
been paid or from which tax has been deducted or m respect of which there 
IS an agent in Bntisli India who ma> be assessed and {b) interes* on a loan 
issued for public subscnp’ion before Isi April 1938, 

2, Under section 10 (4) (<i) any paymen' chargeable under the head 
salaries if it is payable without British India unless tax has been paid thereon 
or deducted therefrom 

3 Under section 10 4/ (b) any interest salary commission or remunera 
tion paid by a firm to any partner ol the firm whether the firm ts registered 
Or unregistered, 

I 4. Under section 10 (4) (c) a payment to unrecognised provident fond 
established for the benefit of employees unites ifiective arrangements have 
beeu made to secure proper deductiou of tax from any payments made from 
such fund which are chargeable under the head salaries. 

5. Drawings of proprietor or partners. 

6. Private or personal expenses of the proprietor, 

7. Reserve lor bad debt* or any otlter reserve. 

& Interest credited to reserves. 

9. Expenditure in the nature of charity or presents. 

10. Income^ax or super lax or any other tax on income. 

!!• Expenditure lu die nature of capital. 

12. Rental value of the property owned and occupied for business. 

13. Cost of addinons, altera’ioos, extensions or impruvemcn -> to any of 
the capital assets of the business. 

14. Fast losses charged to Profit & Loss Account. 

Ifi, Depreciation in cxcte» oJ the amount allowable. 

16 Any odier expenJtture not incurred wholly and exclusively for 
purposes of the business. 

N.B. . — U any into ne is not shown in the Pro&i and Lo=s Account (e g„ 
inieresl d-rneJ from tejene fund »a\estmeats transferred direct to the re<ene 
fund and not shown in ih' Profit £. La«s Account}, such lucome should be laclu 
dec) in the total tneame of the 'i»essee, Oo the other band, any non taxable 
income shown in the Profit & Los» kcconnt should b** excluded from the total 
income 

Trade associations — Just as the profits derived from business carried on 
by a local authority or a chanty arc taxable under certain conditions, so under 
section 10 (6) trade associa ions and simJar bodies are taxable in respect of the 
profits made from performing specific services for members for remantration 
definitely related to those services, 
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lllnslnttlons 

1. From the following P. &. L. Account of a merchant for the year 
1916, find out his taxible income from business and also his total income 


Office Salaries 

4,800 

Gross Profit 

35.672 

General Expenses 

1.200 

Discount 

751 

Bad Debts written oil 

2,100 

Commission 

1,205 

Reserve for Bad Debts 

3.000 

Bad Debts recovered 

150 

Fire Insurance Premium 

450 

Interest on Govt, 


Advertising 

2,500 

securities 

2,500 

Income tax 

2 375 

Profit on sale of 


Loss on sale of motor car 

1.200 

investments 

3,000 

Interest on Capital 

1.000 

Sundry receipts 

52 

Interest on Bank Loan 

1,550 



Chanty 

150 



Loss of Building by fire 




(uninsured) 

1,500 



Depreciation Building 

1.000 



Furniture 

200 



Net Profit 

20305 



Rs 

43 330 

Rs. 

43.330 


■ 




The motor car was us'»d half for business purposes and half for the 
proprietor's private purposes. Tlic amount of depreciation allowable, on the 
basis of the written down value, in respect of buildings and furniture is 
Rs, 952. Included in advcreisitig IS a sum of Rs 1.700 expended on a special 
advertising campaign undertaken during (he year lU respect of a new product 
placed on the market. 

Net Proiit as per Profit & Loss Account Rs. 20,305 

Adi Expenditure not allowed • 

1 Reserve for Bad Debts 3,000 

2. \dverti8ing being in the nature of 

capital expenditure 1,700 

3. Income tax 2,375 

4. Loss on sale of motor car ( J) 600 

5. Interest on Capital 1,000 

6. Charity 150 

7. Cos'- of building by ) re 1,500 


8 Excess Depreciation 248 10,573 

30.878 

Less Interest on Government securities not being from 

Business 2,500 

28,378 

Less Profit on sale ol mvcslroents being capital proft 3,000 

Taxable income from business Rs. 25,378 

1. Interest on Securities (from winch income tax amounting 

to Rs 1,136-0 0 has heendedneted at source 3,636 

2. Profit from business 25378 


Total Income Rs. 29,014 
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Notes,— As ihe motor-car is partly used for basiness parpo«e«, only one* 
half of the obsolescence loss is allor^ed m compating the ta\ab!e income from 
basiness. 

The profit on the safe of ii:ve<tmenis is capital profit. If it was made 
before 31st March 1W6, It IS not taxable. If it was made after 31st March 
1946, It would be taxable if it exceeded Rs. 15,000. 

Annas and pies in the amoont of income are ignored. 

2. Below IS given the Profit and Loss Account of the Bharat Textile 
Mills, Ltd., for the jtar ended 31st December 1946 


Cotton 

57,03,975 Vam Account 

54,05,978 

Stores 

9.17.824 Cloth 

48,12,056 

Mill Salaries and Wages 

19.15.992 Waste 

60,754 

(Jene'ral Charges 

14,504 Transfer Fees 

3,103 

Donations 

5.000 Rents of Bungalows 


Rates and Insurance 

20,188 and Chaw Is 

28,951 

Brokerage 

3,8^ Dividends 

16,200 

Office fiStpenses 

1,20347 


Directors’ Fees 

4,500 


Research Expenditure 
.\Qditors' Fees 

60.000 


2300 


Interest 

Repairs to Building and 

1.05.925 


Machinery 

62.278 


Law Charges 

Workmen's Welfare 

2,865 


Expenditure 

Coutf ibntion to StaS 

27392 


ftovident Fund 

Managing Ageat'» Commis- 

37300 


Sion 

Net Profit (subjea to 

1,00,845 


depreciation] 

12,16350 



Rs. 1.0327.W7 Rs. 1,03,27.(147 


From the above account ascertain die company’s taxable income from 
business and also its total income for the year 1946 after taking the following 
lofonnation into accoant t— 

1. Rs. 2,700 of Brokerage was paid for cotton and stores purcjiased, 
and the balance was m respect of loans rai;>ed for the company’s business 

^ R^fes Rs, 1,800, Insurance Rs, 1,250 and Repairs to Buildings 
Rs. 2,872 were in respect of bungalows and chawls let to employees. 

3. Legal charges amounting to Rs. 950 were tneurred m connection 
wiih the jxirchase of additional land and boildings. 

4. Two-lhirds of the research expenditure is capital expendunre. 

5. The S aff Provident Fond is i Tecogni«ed one. 

6. The amotmt of depreciation allowaUe for assets used for the .com- 
pany’s business is worked out at Rs. 2,75,$5(X 
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Profit as per Profit and Lo'^s Accoon 
A a Expenses not allowed — 

1 Donations 

2 Brokerage for loans being capital 

expenditure 

3 Rates and Insurance of Boildings 

not used for business 

4 Repairs of Buildings not used for 

business 

5 Le^al charges being in the nature 

of capital expenditure 

6 Four fifths of capital expenditure 

on research 


12 16 350 

5.000 

1.162 

3,050 

2.872 

950 

32 000 45 034 


Ltss Depreciation allowance 


12 613S4 
2,75.850 


Less Income not taxable nnder bnsincss 

1 Rents of Bungalous and ChawD 

2 Dividends 


9 85.534 

28,951 

16.200 45.151 


Taxable income from business Rs 9.40,383 


1 Income from Propeny 
Gross aonual value 
Ltss 1/6 for repairs 
Insurance 


4 825 
1,250 


28.952 

6.075 


22,876 


2 Profits of Business 9,40 3S3 

3. Ditidends gross (the amount of income-tax paid 
thereon being Rs 7 363-10-0 for which credit 
IS to be given) 23 563 


Total income Rs 9,86 822 


3. The following IS the Prow & Loss Account of the U P Sugar Co, 
Ltd for the year ended 30ih June 1946 — 


Stocks of sugar and molasses 


00 1-7-45 6,72 725 

Ran Materials 6 43 320 

Government Cam. Cess 58 470 

Manufacturing Expense^ 2 64 405 

Sugar Excise Duty 201073 

Farm Expenditure 76 235 

Salaries and Wages 1,89 396 

Markeung 25412 

Insurance 20,218 

Establishment 35,914 

Directors' Fees 1,800 

Audit Fees 1,000 

Interest 20 424 

Debenture Interest ^ 000 

Managing Agents* Reniuncr3tion48 067 
Taxation Reserve lor fiscal 
year 1947-48 05 500 


Sale proceeds of 

sugar and molasses 22 24 944 

Rents from farm lands 2 645 

Crops (other tlian cane) 5,190 

Sundry receipts 2,835 

Stocks of sugar and 

mt lasses on 30-6—46 3,84,764 



Depreciation 
Net Profit 
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35,000 

2,41,419 


Rs 26,20.378 Rs. 25.20.378 


The company owns a large agricnltural farm and the entire cane crop 
raised aunng Uie year (valued at Rs. 1.02500 at average market prices of 
cane) was used in its own factory. 

Sundry receipts include Rs. 540 being sale proceeds of Farm animals 
and implements. 

Apparatus valued Rs. 35.000 purchased for the newly-started Company’s 
laboratory and Rs 373 being the cost of a pncca well buih for the use of the 
Company's workmen stand debited to Manufacturing Expenses. 

The amount of depreciation aUowable in respect of Buildings, Machinery, 
Plant and Furniture i< Rs. 28.4^. 

.\scertam the Company 's taxable income from business. 

Profit as per Profit &. Loss Account 

Add Expenditure disalloued : 

Farm expenditure 76,235 

Taxation reserve 65,500 

^ Depreciation 35,000 

’ Capital expenditure 

Laboratory apparatus 4y5‘hs 28,0(X) 

Cost of well 375 


Lest the average market pnee of cane grown on the 
Company's own farm and used as raw material 


2.41,419 


2,05,110 

4,46,529 

3,02,500 


3,44,029 

Less Depreciation allowance ^ 28,450 


3,15,579 

Ltss Agricultural income : 

Rents from lands 2,645 

Proceeds of other crops 5,190 

Proceeds of farm animals, ctv. 540 8575 


Taxable income from business Rs. 3.07 ,2(M 


4. The P. & L. \ccoant ot ihc Assam Tea Co., Ltd , for the year ended 
31st December 1946 is as follows : — 


S.ock of Tea on 1-1-46 257,490 

Cnltivauon and Manufactui- 
mg Expanses 4.08,110 

Inland Freight 30,132 

Commission, Brokerage &. 
felling Charges 35,521 

General Charges 14509 

\uditFee 1.000 

Directors' Fees 1,700 

Imcrest 1,972 


Proceeds of Tea sold 7,65,980 

Profit oa sale of building 15 000 
Slock of Tea on 31-12-46 2,05,318 
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Debenture Interest 

35,000 

Bonus to Staff 

4,500 

Taxation 

15,435 

Loss on sale of Investments 

25,000 

Depreciation 

20,000 

Net Profit 

1 55,629 

Rs 

9.86,258 


Calculate the Company’s taxable income from business after bearing in 
niind the following facts — 


1 Rs 15,780 being the cost of erecting buildings on certain extensions 
of the Estate has been charged ro Cultivation and Manufacturing Expenses. 

2 General Charges include Rs. 500 given away as chanty. 

3 The amount of allowable depreciation may be taken as Rs. 12.750 


Rs 

Profit as per Profit & Loss Account 1,55 629 

Add Expenses disallowed — 


Taxation 

iross crt safe ol investments 

Depreciation 

Capital expenditure on Estate extension 
Chanty 

15.435 

25.000 

20.000 
15,780 

500. 

76,715 

Less Depreciation allowed „ 

Capital profit 

12,750 

15,000 

2.82,344 

27,750 

Li.ss 60” 0 deemed to be agricultural income 


2,04 594 
1,22,756 

Taxable income from business 

81,838 


N B. - The capital loss of Rs. 25,000 will be set of! against the capital 
profit of Rs. 15,000, but the balance of loss (Rs. 10,000) cannot be carried 
forward as it is less than Rs. 15,000 


5. .Y lb a practising registered accountant who also runs a private account 
training inst tutc He kei.ps his, books on a cash basis and his summari- 


sed cash account for the year ended 


To Balance b/d 

9.654 

,, Audit Fees 

14,750 

„ Income from other 


accountancy work 

5,475 

., Institute Fees 

2,100 

,, Examiner’s Fee 

645 

,, Interest on Investments 

4.400 

„ Rent from Property 

4,200 


March 1947 is given below 
By Office Expenses 4,150 

„ Institute Expenses 900 

„ Personal Expenses 3,600 

,, \nnual Registration Fee 32 

„ Life Insurance Premium 1,250 

„ Income Tax 2,500 

Motor car purchased 3,450 

t» »• ,, Expenses ' 420 

Insurtincc of Property 300 

>• Cost of Bungalow purchased 18,000 

„ Balance c/d 6,622 


Rs 41,224 


Rs. 41.224 
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8 Remittances received by a wtfe resident m British India from her 
nonresident husband if they are not paid oat of income included m hnsband's 
total income. 

9 Salary or pension received from a foreign government or an Indian 

State. 

Deductions. The taxable income from other sources is computed after 
making allowance for any expenditure (not being in the nature of capital 
expenditure or personal expenses of the assessee) which is incurred solely for 
the purpose of making such income. 

Inadmissible expenses \)| those expenses which arc disallowed m 
computing the profits of a business profession or vocation are also disallowed 
in determinig the taxable income from other sources 

Machinery, etc , let on hire. When an assessee lets on hire machinery, 
plant or furniture belonging to him and also buildifigs 'and the letting of the 
buildings IS inseparable from the letting of the said machinery, plant or furni- 
ture) he IS entitled to allowances for annual repairs insurance premia, depre 
ciation and obsole'ccnce m accordance with the provisions of section 10 (2). 

Note • — Wlien the commission of a mansginff acent of .a comp it y is shared, 
for an adequate consideration between the managiug agent and a third partyi 
then each party s share is included in his mcliv dual assessment. 

Dividends. A dividend received by a shareholder is deemed to be his 
income of the previous year m which it is paid, credited or distributed, and 
for the purpose of computing his total income the dividend actually received 
should be increased to such amount as would, if income tax (but not super-tax) 
at the rate applicable to the total income of a company for the financial year in 
which the dividend is paid, credited or distributed were deducted therefrom, 
be equal to (he amouoc of che dividend. Note (hat the relevant rate of tax at 
whicn the net dividend (i. « dividend actually received) is to be grossed up 
irnot that o/ lliL. financtaJ ^eai m •t.hicli the corresponding profits oj the 
coinpony are nssessed but that o) the financtal jcitr in which the dividend is 
paid, credited oi dislubule! Note also that this tax addition to the net 
dividend is always to be made, even though the profits out of which the divi- 
dend has been distributed are conveitcd into a loss when adjusted for the 
company's assessment (c g by the admissible depreciation allowance’, and 
therefore the company has to pay no tax thercoru 

Wliere, however only a portion of the company’s profits are taxable 
because a part of thtm may have been derived from non-taxabic sources su'-h 
as agricultural income or interest from tax-free government securities, the 
amount of tax addition to the net dividend should be proportionate. But it 
must be remembered that the whole of the dividend is taxable in the hands 
of the shareholder, notwithstanding the fact that a part of it has been derived 
from non taxable profits m the hands of the company 

It should be noted that a dividend paid without British India is deemed 
to be income accruing and arising m British India to the extent to which it 
has been paid out of profits subjected to income-tax m British India. 

How to gross up net dividends —The net dividend received by a share- 
holder from a company in British India sliould be grossed up m the following 
manner 

firj Where the full profits 0/ the company are taxable, the net dividend 
received by a shareholder should be grossed up by applying the following 
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Net dividend X — - where R u the company’s rate of income-tax m 


pies per rupee. If we assume that die total income of a company is Rs. 192 
and that the companj 's rate of income tax is 20 pics per rupee, then the net 
dividend by the shareholder would be Rs. 162, die income-tax payable by the 
company amounting to Rs. 30. Therefore for every Rs. 162 net dividend, the 
gross amount would be Rs. 192. Hence the above formula. 

Thus if a shareholder receives Rs. 330 as a dividend from a company, 
whose profits are taxable in full, the gross dividend would be Rs. 414-13^. 

(6) only tt portion of the company’s profits are taxable, the net 

dividend received by a shareholder should be grossed np by applying the 
following formula — 


Net dividend X 


*-( 


.Y ^ 

100 192 




where 


V is the percentage cf the com- 


panj ’s profits whidi has borne income tax and R is the company’s rate of 
income-tax in pies per rupee. 


L.ct us suppose that the profits of a company amount to Rs. 100, 30 per 
cent, of whidi are taxable, die balance being non uxabic. Then the amount 
of income tax on Rs 30 payable by the coujpanr at 60 pies per rupee u 
Rs.^'^O.and die net dividend in dn. hands of the sliarcholdcrs would be 
Rs, 90-10 0. Taertfore for every Rs 90-100 net dividend {when only 30 per 
cent, of the company’s profits arc uxabic and when the rate of company’s 
income tax is 60 pies p-r rupee) the gross dividend would be Rs. 100. 
Hence the above formula. 


For example suppose a shareholder receives Rs. 350 as dividend from 
a company, 40 per cent, of whose profits arc taxable, then the gross dividend 
would be Rs. 400, and the amount of income-tax for which he would get 
credit in his own assessment would be Rs. 50. 


No.e J — If a ‘hareholder receives v diviJeiid from a company whose profits 
aie not chargeible to Indian income tax, either because the whole profits are 
derived from ron taxable Sources or because the company is a foreign company 
haviog DO British Indian income, then il would not be necessary to gross up the 
net dividend, as the net dividend iiself would be tncluded id the total income of 
the shareholder' 


Test Questions. 

1. In what rircumstanccs are tlic following items allowed as a deduc- 
tion in computing tlie taxable income from business . — Repairs , Insurance 
premiums ; Interest , Legal charges , Dcpceciauou of Investmeuls ? 

{Agra B. Com. 194J) 

2. What expenditure is expressly disallowed in computing the Uxable 
income from business ? 


3. Under what circumstances is interest or salary payable without 
British India not admissible in compotiog the business income oi an assesscc i 

4. Scale the law relating to Uic asstssmem of the dividend income. 

5. Define net dividend and gro-.;, dividend. How do you gross up net 
dividends ? 


6. The managing agents of a company ask you to compute the 
company’s ncomc for the purpose of preparing the remrn of income to be 
filed with the I. T. O. Explain clearly wiih a pro forma Profit & Loss Account 
how you would proceed to do so^ 


CHAPTER 8 

COMPUTATION OF TAXABLE INCOME (3) 

VI. Capital Cams. 

The Indian Income Tax Ameiidmem Act of 1947 has made a fanda- 
menial change in the income tax law m that an assesses is now required to 
pay income tax (not super tax) under the head 'capital Gams' in respect of 
any profits arising from the sale, exchange or transfer of a capital asset effec- 
ted after 31st March 1946 * 

The term 'Capital Asset' for this purpose has been defined by sect on 2 
(4A), and it includes property of any kind other than agricultural land held 
by an assessee, whether or not connected with his business, profession or 
vocation. But such asset will not include (i) any stock in trade, consumable 
stores or raw matenals held for the purposes of business , or (ii) personal 
effects, 1 Ui movable property including wearing apparel, jewellery and 
furniture held for personal use by the assesscc or any member of his family 
dependent upon him Thus property includes not only immovable projxtrty 
sucli as houses but also movable prop<.rty such as securities, shares, etc. 

Exemptions. Profits made on capiul assets arc chargeable to income tax 
aubjtct to the following exemptions 

1. Only such capital gams arc taxable as arise from the sale, exchange 
or transfer of an asset effected after 31st March 1946, any capital profit made 
prior to that date being ignored. 

2. No ux is payable on capital gains if they do not exceed Rs. 15,000, 
nor arc they to be incloded in the total income. That is to say, capital gams 
not exceeding Rs. 15,000 are to be ignored. 

3. No tax IS payable by an asscssce on profits or gams arising from the 
sale, exchange or transfer of any property, the mc' me of which h chargeable 
under section 9 (i. o., income from property) it such property has been in 
the possession of the asscssce or his parent for a period not less than seven 
years before the date of sale 

4. Transfer of capital assets ID the following cases shall not be consi- 
dered as sale, exchange or transfer, and hence any profit made thereon shall 
not be included in the total income 

(a) Transfer by way if compulsory acquisition of property for public 

jiurjoses , or. 

(b) Transfer by way of distribution of capital assets on the total or 

<r»' ji-sie-tbiNfi/a ^ ijwA'jvaW fscac^r , of 

(c) Transfer on the dissolution of a firm or outer association of 
persons , or 

(d) Transfer on the liquidation of a company , or 

(c) Transfer under a deed of gift, bequest, will or on irrevocable 
trust , or • 

(1) Transfer of a capital as<ei by a company to a subsidiary company 
the whole of ihe share capital of which is held by the parent comp- 
any or by Uie nominees thurcof provided the subsidiary company 
is resident m British India and is registered under the Indian 
Companies Act. 

SLi 
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Computation ol CepiUl Gtins. The amoont of taxable capital gams is 
computed after making the following deductions from the full amount 
of consideration for the sale, cxdiaage or transfer of a capital as^t : 

(a) Exj>enditure incurred solely in connection with tlie sale, exchange 
or transfer , and. 

(b) Actual cost to the assessee of the asset mcJndicg and expendilnre 
of a capital nature incurred by him lU making any additions or alteration^ 
but excluding any expenditure in rc'^jec: of which any alloisance is admis«ible 
under the provisions of sections 8. 9, 10 and 12. 

\o{e,_-\Vbere any depreciaiion has been claimed on an asset id the past, 
the actual co'^t ol the as«ei to the as'csses shall be its wiuten down \alue which, 
accofdiCB to seci'on 10, means the acioai cost (tocreaeed by all addiiiQos and 
dirnmi'bed by all e?iesi minus total depreciacian allowed to Jice. 

The asses'ee, if he satisfies the Income Tax Officer, may «abs{itute the 
lair market value of the asset for the actual cost in the ca«c of assets acquired 
by him before 1st January 1939. Sucli fair market value of the as^t will be 
regarded as ihc actual cost to the as®esMrc and will be reduced by the amoum 
of depreciation, if any, and increased by all addi'ions and diminished by all 
Saks after the 'aid date. 

If a person, with whom the as^vssce IS directly or indirectly counteted, 
acquires a capital asset from Uie assessee and if «och sale, cxcliange or irans 
fer lias been effected With the object of avoidance of tax, the XDC0iDe>T3x 
Officer may, with the prior approval of the Inspecting A-sistant Commissionefi 
I regard the Mair market value* o( the asset on that date as the fulls aloe ol 
consideration and may compute capital gams accordingly. 

Compufatloa of Tax on Capital Gains. Under section 17 (6}. where the 
total iscome of ao asses«ee (not being a company/ mclodes any mcome taxable 
nflder the head “Capital gams the tax mefod og mper tax payable hjr hua 
on his total inoomc will w i— ' 

a) Inu) ne tax and super tax payaUe On his total income as reduced 
by such capital gams, had such rcdo<.cd income been his total income plus. 

(b Ircvinctax cn the whole of *Tich capital gams at the following 
rates — 

Where capital galn.> Rate per rupee 

exceed Rs, 15,000 bat do not exceed Rs. 50,000 one anna 

exceed Rs. 50,000 but do net exceed Rs. 2,00,000 two annas 

exceed Rs. 2,00,000 but do not exceed Rs. 5,00,000 three annas 

exceed Rs» 5,OJ,000 but do not exceed Rs. 10,00,000 four annas 

exceed Rs. 10, CO, 000 five annas 

A marginal relief is, however, provided m ca^es where capital gams 
have exceeded a certain /imit and income tax thereon is payable at a higher 
rate, tlie amoant of income-tax so payable shall be redact so as not to 
exceed — 

(a) die amount which would have been payable if the amount of «nch 
capital gams had not exceeded that limit plus 

Oj’ one-half of the amount by which the amount of «uch cap tal gams 
exceeds iliat limit. 

\Vhcre the total income of a company lodudes mcome cliargcable under 
the h -ad 'capital Gams’, income-tax will be paid on die whole of die total 
income at the maxiranm rate of income-tax ; while the sup r tax payable by 
the company shall bo reduced by the amount computed on that part of its total 
incjmc which consi«ts of capital gams at the rate of 'uper tax (excludjog the 
rate of additional 'oper-tax, if any) specified by the annual Finance Act iixmg 
the rate or rates of super tax for that year. 
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iHustraUons. 

] The li\abk income of X for the year ended 31st March 1947 
c-onsisted of Rs. 3,0u0 each Irom salary, interest on securities, property, 
business and dividends (gross) and also Rs. 3,000 capital gains. What is his 
t IX liability for the assessment year 1947 48 ? 

‘\s capital profits which do not exceed Rs- 15,000 are totally ignored, the 
t jtal income of X -i'- Rs. 15,000 , and after giving the earned income allowance 
of Rs. 1 200 m respect of salary anu business income, the assessable income 
IS Rs. 13,800 He will therefore have to pay income-tax amounting to 

Rs. 1,675 less the amount of income tax deducted at source on salary, 

interest on securities and dividends. 

2. The taxable income of X for the year ended 31st March 1947 
consisted of Rs. 10 000 fioro property and Rs. 15,000 from business and also 
capital gams amounting to Rs 25 000. 

He paid Rs 3,000 as life insurance premium on a policy for Rs. 25,000 
Calculate his tax liability ior the assessment year 1947-48, 

His total income is Rs 50,000 , and after making an allowance of 
Rs. 3 000 for earned income from business, tlie assessable income is Rs. 47,000 
on which income tax wjit be calculated as follows : — 

On Rs. 22,000 .. 4,125 0 0 

On capital gains of Rs. 25 000 .. 1,562 8 0 

5,687 8 0 

Average rate of income tax 23*23 pics per rupee. 

Amount of rebate OR Rs. 2 500 for premium 302 8 0 


fax payable Rs, 5 385 0 0 

3, For the year ended 31st December 1946, the taxable income of X 
1 rom business amounted to Rs. 24,000, and he made a capital gam of Rs 50,400 
by selling a capital asset on 15th July 1946. What is his tax liability for Ail 
assessment year 1947-^8 ? 

His total income for the previous year ended 31st December 1946 is 
Rs, 74,400 , and after making an allowance of Rs. 4,000 on account of earned 
income, Uie assessable income comes to Rs.70,400 on which the income tax 
will be as follows i — 

On Rs. 20,000 3,500 0 0 

On capital gams of Rs 50,400 .. 3,325 0 0 


Tax payable Rs. 6,825 0 0 

The income tax on thi capital gains has been computed as follows i 
On Rs. 50,000 at one aima per rupee 3,125 

One half ol Rs. 400 being excess over Rs. 50,000 200 

Rs. 3325 

4. The taxable income from business of X Ltd. for the year ended 
31st December 1946 is Rs, 50,000 , and it also made a capital gam of 
Rs. 50,000 on 1st October 1946. How much income tax and super tax will it 
be required to pay for the assessment year 1947-48 i* 

The total income of the ounpany lor Un, assessmen’ year 1947-48 la 
Rs 1,00,000 on which It will pay income Ux at 5 annas m the rupee. It will 
also have to pay super tax at the rates prescribed as given in Appendix B. 
How the super tax payable by a company is computed will be explained and 
illustrated in a subsequent chapter. 
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(e) For raising capital monies for parposcs of the bosincss snch as 
brokerage and commission pai ' for procaring loans 

Revenue Expenditorc Any expenditure whicJi is incurred for the 
following purposes is revcnoe expenditorc — 

(rt) For purchasing a'.«e‘s intended for resale at a profit or for being 
made into saleable goods snch as the cost of goods, raw materials and stores. 

(6) For maintaining capital a--sets in g Kid working order, e. g , repairs 
and renewals of buddings, machinerj furniture, etc,, or the cost of spare 
parts of machinery 

(c) For meeting the day to-day expenses of carrying on a business such 
as rent, taxes, salaries wage«, carnage, etc. 

Difficulty may often be expenenced m deciding w hether a particular 
item of expenditure should be mated s capital or revenue , but this difficulty 
may be easilj removed by asking the follow mg questions . — 

1. Does the expenditure result lo the acquisition or retention of a 
capital asset ? 

2. Is there an addition or improvement to a fixed asset ? 

3. Has it in any way improved the income-producing capacity of tlie 
business ? 

4. Has it been incurred to raise any capi al sums for ihc business ? 

If the answer to any of these questions is m the affirmative, the expeodi* 
ture IS capital) but if the answer is in the negative, the expenditure is revenue. 

There are certain expenses (such as purchases of raw materials and 
stores, wages and salaries, repairs, legal charges, advertising, brokerage) 
commission, etc.) that are usually of a revenue nature. Bo‘ it does not mean 
that they are always so The follow mg are examples of expenses , which are 
usually revenue but which under cenam circumstances become capital 

It ijrttp Mafericils tji$t Stores The cost of any raw materials and 
stores consumed in the making of a fixed asset mu$‘ be regarded as capital 
expenditure, and must be transferred from the acconnt of raw materials and 
stores to the debit of the awcoun* of that particular fixed asset. 

2. Wages and Sal tries Wages and s>alaries of workmen employed in 
the ccniUurtion of any fixed is'Ct are capital cxpcndi'ore and most be treafetl 
as part of the cost of the asset. For example, if a mill companv decides to 
make additions loicsfactjry buildings, and, ins‘ead of giving the construe 
lion work to an outside contractor, employs its own men for the purpose, the 
wages and salaries of such persons for the period they are engaged on this 
work are not revenue expenditure but mast be treated as capital expenditure 
and debited to thv Buildings \ccoonu Similarly if an engineering firm 
manufactures a machine for its own use. the wages and salaries of persons 
employed on this work are capital expenditure and mus* be treated as part of 
the cost of that particular machine. 

3. Carnage and Freight. Carnage and freight in connection with the 
acquisition of a fixed asset are capiul expenditure. 

4. Repairs. If u secondhand fixed asset is purchased, the cost of 
immediate repairs m order to pat i‘ io‘o an efficient state is capita/ 
expenditure. 

5. Legal Charges. Legal expenses incurred m connection with the 
purcliases of fixed assets such as land, buildings, patents, etc., are capita! 
expenditure, and so are the legal cxpcn<«s incurred in order to retain a 
fixed asset. 
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6. Adiertisme. Expenditare od ordinary aflverti«ing necessary to 
maintain sales is revenue, bat the cost of special advertising undertaken 
for the purpose of introducing a new line of gootls inaj be treated as capita] 
expenditure because its benefit will exund to future ycais. 

7. Dcxetopniciit I xpiiiditure. Certain c ncerns, such as ccllienes, 
railway companies, electric supply rompanic mming companies, tea and 
rubber plan^iicns, etc , require a very long period of development before 
they can begin to earn income. All expenditure necessarily incurred dtinng, 
that period is called development expenditure and is treated as capital, 
although It consists of items such as wages salaries, rent taxes and so on 
which are all of a revcnui. nature 

Apportionment between Capital and Revenue, \n item of expenditure 
IS usually either capital or revenue but it may sometimes happen that it can 
not be properly allocated in its entirety to ei her capital or revenue, because 
It partakes of the nature ol both, as for example, the combined cost of repairs, 
renewals, alterations and extensions of a Axed asset such as buildings or 
machinery. 

In such a case it will be necessary to split the particular expenditure 
into Its capital and revenue parts, namely so much capi'al and so much 
revenue. Tins will be done by Andmg out how much of the expenditure 
really represents the cost of improvements or additions and how much of it 
is m the nature of pure repairs The former amount will be capital expends 
tare and the latter amount revenue. 

The question whether a particular item of expenditure is capital nr 
revenue assumes a special signtAcance m mcome.tax assessments, and there 
are a number of Important cases decided by High Courts m India in that 
connection. It is indeed sometimes difficult to draw a line of demarcation 
between what is capital expenditure and what is revenue expenditure as will 
be apparent from the following example 

The Central India Spinning Weaving & Manufacturing Co., Ltd., 
Nagpur, incurred an expense of Rs 2 577 in connection with a suit whicli it 
had brought against the Binod Mills, Lad Ujjam, to restrain the latter com 
piny from using a trade mark to whtcli tlic former company had acquired 
an exclusive right by 1 mg user. The former company as the assessee m 
incomenax proceedings claimed this expenditure as revenue expenditure. 
Its claim was rejected by Ihe income Tax Officer and Appellate Assistant 
Commissioner oi Income Tax on the ground that tt was capital expendicuie 
being a non recurring outlay for retaining a capital as»et. That view wa-^ 
upheld by the Income Tax Appellate Tribunal on the ground that the trade 
mark was a capital asset of the assessee company, and that consequently the 
legal expenses incurred for protecting u against infringement was capital 
expenditur. On a reference u> the Nagpur High Court it was Anally decided 
that the expenditure m question was a revenue expenditure. It means that 
this expenditure was regarded as revenue by die assessee company, as capital 
by the Income Tax authorities and ultimately as revenue by the High Court, 
and the arguments advanced by each of he three parties were as follows 5— 

1. The asscssee company contended that the civil suit against the Binod 
Mills, Ltd., was necessitated by the infringement of the asscssees’ trade mark, 
and that therefore the legal expense was incurred for arresting losses or 
reduction of profits which might have resulted m the goods of the Binod Mills, 
Ltd., being accepted as those of the asscssee company. It means that the 
expenditure incurred by the assessee company was directly connected with 
Its trade, was incurred for the purpose of preventing their profits from being 
reduced by the illegal ase of us trade mark by another company, and it was 
therefore revenue expenditure. 
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2» The Income Ttx Appelhtc Tribunal held that die trade mark was a 
capital asset of the asscsstt rujnpanjr and conscqacntly the legal expense 
incurreJ for protecting it against infringement was capital expenditure 

3 The Nagpur High Court final!/ decided that the expenditure was 
revenue expenditure and not capital expenditure, because the asscssee had to 
displace a counterfeit trade mark which prejudicial!/ affected the sale of its 
goods. TJ c threat IS tot itrtCtei louards ll e capital of the cot ipatty bit 
louards Its tralc Th.. capital i'» concerned witli production, while the 
trade Is concerned w tn selling with a view to proti the goods which 
die assesscc has manufactured The counterfeit trado mark mtro'iuced mo 
the market by die assesste’s uns^nipolous rival must be dc med to have had 
serious effect on the volumi. of the sale of the gcxids manufactured bj die 
assesscc The object of launching legal proceedings again t the competitor 
Was to res ore die trade to its original standard. It was not menly a voluntary 
act intended to improve the sales but an act necessary to privin an actual 
loss in the ••ales The drop in ihc salts impaired directly the dividend earning 
power of die Company not t speak I its sums or reputation and had nodimg 
tn do with Its capac ty to manufacture them and had no bearing on ihe capi^^l 
The asscssee was hit not «s an industrialist bnt as a trader the expulsion of 
the counterfeit trade mark from the market by means of litigation in Court 
did not make any addition to die capital of the company or bring any 
additional advantage but only removed an impediment in die way of earning 
legitimate profits by ale of the gxids produced by the asscssee In view of 
dlls die legal expense of Rss 2 577 held to be revenue expenditure. 

It must be prjintcd < ut that expend ture incurred m defending a capiul 
I set may III some ca'O.s be expenditure of a capital nature as. for instance, 
the legal expense incurred by the Kangra Valley Slate Co.. Ltd., for defending 
a suit brought by a village propf^tary boo> lo eject the ceimpany from certain 
sia e quarries, was held by tlie Lahore High Court to be capital expenditure. 
All at ack on a trade mark by lofringemcnt was however, regarded not as an 
aiuck on a cap taJ asset but rather as an auaek oc existing and future trade 
and on tlv: value of &.ock in trade, existing and in coarse of mauaCactuie and 
to be manufac ured in the future Gtsen below arc a few more examples of 
capital and revenue expenditure — 

1 A company c«tal lishe I a pension fund for its s aff Tlic fund was 
constituted by a trust deed which provided tha members «hould contribute a 
percentage of th ir salaries to the lund that the company should con ribute an 
amoun irjual 1 1 half die contribo ions of the members and that the company 
shculd contribute a sum of til to for o nucleus of the fund The company 
contributed that mm of i 31 784 outol current profits This luitialcontribu ion 
was held to be capital expendt itre on the ground that the pajment 1 1 a large 
urn of i31 7M by tin company which it was not under any liability to make 
was e dier witlidrawal ol capi at from die business lor the purpiises of the 
fund, or capi al employed in creating an asset or advan.age m the business 

3, \ company incurred expenditure m delcodiiig, as lessee of certain 

la id m a village the suit for possession and injunction inst to ed by the IcSMirs. 
Tilt legal expenses tlius incurred bj the company wertf held to b capiui] 
exfiend ture because the company tiad secured this land by a perpetual lease 
for tlic purjose of quarrying state, ilic land was therefore clearly part of its 
cap lal and any a tack made on tliat capital if successful would have resulted 
in us being a loss to the company Gxisequeutly u could be said that it was 
capital cxjicnduure m the sense dial I y expending money m defending tlie 
suit once and for all it ensured the land permanentiy to tlie company 

3. V pirvaa, who was a shareholder in a company and earned on 
extensive money lending business advanced a loan of Rs. 10 lakhs to the 
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company at a time when it was in serioos finanaal, difficulties. Some of the 
other shareholders brought a suit against him that the loan of Rs. 10 Jakhs 
was only a part of the promise tnide m an alleped agreement under which he 
was to finance the companj and that he hid failed 'o implement his promise. 
He was therefore sought to be made liable to the extent of Rs. 60 lakhs as 
damages for brcach of his agreement. Tlie suit was eventually dismissed 
and the expenses incurred in defenlng the suit wen. held to be revenue 
expendi ure on the ground that the n om.y which a hanker or a moneylender 
employed in his business was his stock in trade and the money expended for 
the purpose ot insuring the stock in trade of a business must be considered to 
be exp nditure in the nature of revenue expenditure, 

4 V brewery company spent money n publishing anti prohibition 
literature just before a poll in which the issue was whether there should be 
prohibition or not This expend tore was held to be capital expenditure on 
the ground that it had no direct bearing on the profits and gams of the 
business but was intended to secure an enduring benefit of a capital nature. 

Capilahsed Expenditure Wnere a certain revenue expenditure is of 
such a nature that us benefit is not completely exhausted in the year in which 
u IS incurred or where a revenue expenditure is of a non recurring and 
special nature and large in •tmoant, it may not be completely written off in 
the year in which it is incuired, but it may be spread over a nuuibtr of years, 
a proporti nato amount being charged to each year. The balance of such 
expenditure which is earned forward to sulisequent years is known as 
canidhit I LXpL idiiitri. 'Jt I nvctiu i.\pi,nJiiiirc< which appears in the 

Balance Sheet as asset until completely written off. 

2. Capital and Revenue Payments, 

The diSerencc between expenditure and payments must be carefully 
noted. Expenditure is Uie full amount actually incurred whether paid or not , 
whilst payments refer to the amounts actually paid. Thus, a capital payment 
IS an amount actually paid on account of ..omc capital exp nditurc, and a 
revenue payment is an amount actually paid on account of some revenue 
ixpenditorc 

If machinery is purchased from X for Rs. 20 000 by payin^ Rs. 10,000 m 
eash and promising to pay the balance m six month s time, Rs. 20,000 is 
capit.il expenditure but only Rs 10000 is a capital payment. Similarly if 
goods are purchased from Y as to Rs 10.000 for cash and Rs. 10,000 on 
credit Rs. 20,000 is revenne expenditure but only Rs. 10,000 is a revenue 
payment 

3 Capital and Revenue Profits. 

In order to prepare the final accounts of a business correctly, the 
distinction between capital and revenue profit is also important, and this 
djijjjxrrjnn yeij/ Jzsgeiy lymn the jitiiMrp ffcao jv.bjrh ^ pvirt.'CsXss 

has been derived. 

Capital Profit iThis means a profit maoe on the sale of a fixed asset or 
a profit earned on securing capital for a business For example, if a building 
standing in the books at Rs 12,000 is sold for Rs. IS.OUO the profit of 
Rs 3 000 thus made is a capital profit, or if a limited company ra’ses a share 
capital of Rs. 10 00,000 at a premium of Rs. 10,000 such premium is a 
capital profit. 

Revenue Profit This i» the profit made by trading, e. g., profit on sale 
of goods, income from investments, commission earned, discountB received, 
rent received, interest earned, and so on. 
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4, Capital and Revenae Receipts. 

It IS impf nant to remember the dilTcrencc bciwecn protis and receipts. 
Profits arc the amount' ac'ually earned whether recevved or not . while receipts 
are the amounts actudly received. Thos, a capital receipt is an amount 
aeiually received ei’her on account of some capital profit or on accoun* of the 
sale proceeds of a capita! asset or on accoort ot capital introduced into the 
bu'iness, and a revenue receipt is an amount actually received on account of 
some revenue proft or on account of the sale proceeds of some lloatm;! asset. 

The followmis are some examples of capi'a! and revenue prof's and 
receipts 

1. A cement company had, among its objects, the acquisition of an! 
dealing m shares uhicb might promote the interest ot the company, and the 
lending and investing of money of the company. A cerain sum represontme 
pro'ts made by it on sale of some shares nhich were purchased by it ou* ot 
surplus eapitai from a Sister ciincem was held t*i be revenue print, bsenusc 
the transai.tion m the purchase and sale of shares was a business trsnssction. 

2. \ firm acted as agents and on the terramation it the agency they 
were paid a certain lump <am of money by thcir prutciiials as < >mp<.nsa'ion 
for the loss of Uieir agency. The money so received is a capital profit, as it is 
a receipt m respect of a capital asset m the nature of goodwill 

3. A limited company, as buyers, cniend into a omtrau with another 
company, as sellers, tor the 'Upply by the latter ot cvrimn i hcimcal salts to be 
sold for Use as agricultural cliemical. Wlien ihc < emtract his thri.c years sidl lo 
run, the vendor compiny \visln.d i,> terminate u, and it was accordingly agreed 
tltat they should be entitlcvl to do so on paying die buyer company £4,730, 
This amount m the hands of the buyer company js a revenue proiit which lltc 
recipient would or might have made under the contraa had it not been 
terminated, 

4. X u'us the managing director of a company whicli had agreed to 
remunerate him by a pcrcen'ago share of its prolits. Later on it teas felt tha' the 
agroomem was not in the bC't in'erc'ts ot the comviny, and it w*as thtreforo 
agrvcd tha it should be terminated ty paymg X £1,000 as compensation for 
the Ill's of Ills right 1 1 luturo rcmurvration, Thi amount of £4,000 in the 
hands ot X was hi 'd lo be a capital receipt, since it was nocivcd by him, not 
under a cmina ot vmpiovmem or as remuneration tor 'crvn-es rendered 
or to be rendered, but as compensation tor giving up a right t,. remuneration, 

3, X Compiny, which was carrying on the bu'invss of producers of 
plays, purclnsed the production of a play for Rs, 1,000 and w \s granted the 
solo 1 <xnse to pertorm the play for a pcrio'f of five yesrs, \s tlio nlm righ's 
in the play had already been <old by the licensor t . another company, the X 
G mpany brought an action agsms» thp licensor for damages and w as awarded 
Rs. 5,l)(y0 as damages, \s the measure of the d images was really the loss of 
profis wlitch the X Coiiiptnj suilered by the briacli ot contract, itwasa 
revenue pmfit. 

6. The publishers of a literary work paid the author {150 for a licence 
to publish an edition of the book. ^150 in the hands of die author was 
regarded as a capital receip as it represented the sale prixieeds of the 
copj r^g'it. 

7. Where a cer“ain sum of money was pvidto person in scrlcment of 
bona tide claim on his part to be entitled to an iii’eri s* in thv capital of the 
business, the money so received was a capital receipt. 

8. X wxs a director of a company. He was dunking o! resigning his 
position but the company w^s anxious to retain his services and it was agreed 
that he should remain a director on a remuneration of £ fOO per year and a 
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Revenue Loss. This is the loss incarred in trading operations socli as 
loss on the sale of goods. 

The following arc some of the examples of capital and revcnae losses:— 

1. Sams cmbeiikd by the servants of a bnsincss arearc\<.nue loss, 
because they arc a loss incidental to the conduct f the business. 

2« Where a partner took over somi. book debts at the dissolution of a 
firm, and those debts turned out to be irrecoverable the lo«s snstained was 
not one incurred as a trading loss, bj» was a capital I *ss 

The manager of a company embezzled a sum of kl2 625, and i' was 
held that the loss was of a capital nature. The manager was auih >ri«ed to 
draw on the company’s banking account. Once the company’s assets are 
converted into money, 1 becomes portion of us capita! f r remacstmen' and 
any withdrawal of such capital, whether auihiriseil or no', is a capital I ss 

4. A fire, earned on business in cloth yarn and money lending, li 
dcpositv.d with an oil company Rs 50009 m consideration of being appointed 
organising agents of the oil company, fhrough tin. failure of the company a 
part of this deposit was los , and it was h Id tliat the loss was of a capital 
nature. The deposit was not a loan made m the course of carrying on the 
business of organising agents or in th*- course of the business o( a money 
lender. It was exacted by the company as a condition of *hc lirm 1 emg 
given an agency which it hoped to manage profitably , the purpose of being 
permitted to engage in nucli a busmens must be considered to bo a purpose 
of si.cariog an enduring beneht of a capital natur<. and the deposit amount 
could not be regardi.d as an expenditure made m die course of carrying on 
an existing ag>.ncy or any other business. The loss of the deposit was ihcrc' 
fore a loss oi capi'al. 

5. Where a person residing m BrlU^h India carries on a moncydendmg 
buslnes^ at a place outside British India where a different currency prevails, 
the loss incurred by him owing to variation in the rate of excliange is a revc 
noe loss, because it is direcdy connected with trading. 

6. A firm's sources of lucomc were import and sale of ptecegoods. 
commission agency, interest on securities, dividends and property. Certain 
dacoits armed witli pistols n ith the assistance ot an employee of the firm 
entered die firm's office where the cashier and the munim were counting and 
totalling the realisations of the day and carried away Rs. 14,400 by force. 
Then, was no evidence to show that the firm earned on moneylending business 
or banking though it used to receive moneyb from others on interest and use 
the same in ib business. In view of the naiore of the firm’s buainesa the 
money earned away coaid not be regarded as iw siock'in trade. The loss was 
therefore a loss of capital. 


Test Questions. 

J. What criteria would you apply m disMnguibhing capital expenditure 
from revenue ? 

Disease the admissibility of the following claims for expenses against 
business profits : — 

(a) Legal charges incurred in filing a suit for infringement of trade 
mark. 

(h) Legal diarges incurred m defendmga pre-emption suit in reepect 
of the business premises owned by the assessee. 

(c) Initial expenses of registration of a trade mark. 

(4) Loss of cash sent to the bank for credit in current acconnt, the ca<h 
being snatched aw-ay by a thief from the employee. 



CHAPTER 10. 

DEPRECIATION AND OBSOLESCENCE. 

Depreciation of a fixed asset ts the permanent reduction in its value. 
This loss m value may be due to wear and tear (i. e. use) lapse of time, 
exhaustion of the sulycct matter, or accident. But for income-tax purposes, 
allowance is made only for depreriation caused by wear and tear. 

According to section 10(2) (vi) of the Indian Income Tax Act , depre- 
ciauon IS allowed at the present^ rates on the written down value only for 
buildmgs, machmery, plant and furmture, which are the property of the 
<iss«ss«e and which are i«sei /or purposes o) business, profession or vocation 
In the case of ocean going ships, depreciation is, however allowed on the 
original cost instead of on the written*down valne. 

A building IS deem'^d to be used for business purposes when it is used 
for the productioa of commodities, or for storage, or for distribution, or for 
admimstration, or as a welfare budding. The term plant inclndes vehicles, 
books, scientific apparatus and surgical equipment. 

It IS to be particolarly noted that depreciation is allowed only on account 
of user (active or passive) and not on acconnt of non user. That is whv no 
such allowance is permissible in the case of an asset tying idle. An asset 
Will not be regarded as Ivmg idle when it is actually used or when it ts 
intended to be used. For example, if some machinery purchased is not yet 
erected in the factory but is lying in store, then such machinery is lying idle. 

If the user is partial, then (he depreciation allowrance wJl also be partial, 
as provided in section 10 (3) The terra 'partial user’ does not mean partial 
in relation to time, but pamal in relation to purpose. Thus, if an asset (say a 
motorcar) is used partly for business and partly for the private use ot the 
proprietor, then the dcpreciatiou allowance in respect of the motor-car will be 
only partiaL But if an asset is purchased m the middle of the accounting 
year, depreciation thereon will be allowed id foil and not according to the 
time. If an asset IS sold during the year, both Uie vendor and the purchaser 
would be entitled in their respective assessments to the fall and not merely a 
proportionate depreciation allowance. 

Who Is entitled to depreciation? It is the owner that is entitled to 
claim allowance for depreciation A leasee, who carries on business, having 
taken on lease buildings or machinery or plant, is not entitled to claim the 
depreciation allowance. 

Where an assessee lets on hire machinery, j^ant oi furnituic belonging 
t) liim and also buJdmgs, and the letting of buildings is inseparable from the 
letting of the said machinery, plant ur furmture, depreciation is allowed for 
such machincn , plant, furniture and buddings to the lessor. 

Replacement Instead of depredation. In the following two cases, the 
cost of replacement may be claimed as an allowance in place of depre- 
ciation 

(a) In the case of furniture, if the assessce so desires, he may claim the 
cost of replacement instead of deprematioa, but suclKrepIacement cost should 
no* include the cost of aoy’ improvement. 
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(6) In the case of assessees, drawing tncome from railway and tram* 
ways (not being electric tramways) they have the option to claim atinal ex 
penses moirred in the acconnting year on repair, replacement and renewals m 
place of the depreciation allowance 

In tiaJ Depreciation. The Indian Income-Tax Amendment Act of 1946 
has made provis on f ur the gran of the follow mg initial aepreciation on account 
of buJd ngs and machinery or plant in of the year of erection or 

iD-Siiiaiion. 

(a) In die case of bnild ngs the crec" on of which is begun and 
c mple ed b^'wetn 1 t Apri 1945 and 31st March 194S (both days 
jEc-u \e) a 15 per cen,. of tht CO t thereof to the assessee , 

(oy In tne ca'e ot bmld ngs the erec-ton ol wh ch was begun after 3lst 
March 1945 and completed before 1st April 1946 at 10 per cent, 
of the cost thereof to the assessee , 

(c) In the case of buildings, the erection of which is to begin after 

31st March 1948 atlOpercen of the cos thereof to the assessee , 

(d) fn the case of new machinery or plant installed after 31st March 
1945 a 20 per cen of the cos thereof to the asseSSee. 

Ttu« initial depreciation allowance is graned in addition to tht u'-nal 
deprccianoQ allowance , bat n well no< be taken io.o account in arriving at the 
wntten-down value ot an asseu 

This initial depreciation is ^ranud only m respect of iteio buildings 
erected and lew machinery or plan losialfed after the 3Ist starch 194b This 
relief has been gran ed in order to assu lodostrial concerns to start their work 
of recoDstrucuun and to modernise and o rc equip then worn out plant. 

Ceaditions for the grant of depreciation allowance; To obtain dcprccia* 
tioo allowance the foUowmg two condiuons must be folhlled , (t) The required 
pamculars regarding deprecia too (as given in Part V of the form of return 
of income) musi be furnished to the Income-Tax Officer, and fii) The 
Af^tegate amjont of the depreciation allowance should not exceed the actual 
c «t 01 the asset to the assessee. It <hould, owever, be noted that under the 
prestnt system wbetede prec auon js calculated on the written down value of 
an aa«et, the totaldepreciation allowed can never exceed the cost of the a^seu 

Prescribed Rates of Depreciation. These are given m Appendix A 

Wntteis-dowo Value. The wnnen-down value of an asset means (a) m 
ihc case of an asset acquired in the previous year, the actual cost lo the 
assc'sec , and (b) m the ca«e of an asset acquired before the previous year, 
th>- airual cos to the asses«ee less all depreciation actually allowed to him 
except any initial depreciaton It means that the term wntten-down valne 
does c t include anj arab^orbed depreciai on. 

Ifnt the first proviso to secuon 10 (5 , which has been inserted b> the 
Incuroe-Tax Amendmen* Act of 1946 has ir Joduced a qnalifica ion to the 
abo\ e ot calcnlation of the wiiueo-down value. This proviso states 

that in respect ol a budding previoosly owned by an assessee and brougb 
in 0 use for the purpose of his busmess after iSJi February 1946, the written 
duwu value “hail mean the actual cost to the as«essee mtuus such depreciation 
as would have been allowable, hadthe budding been nsed all along for the 
parpo^e of the bQs.ness. The rate of depreciation chargeable for this inter 
veemg period will be the ra c m force on the date of the introduction of the 
building mo the bus dess. This proviso will apply even in respect of an 
ancient budding acquired a the tune when under the law then in force depre- 
ciation allowance was not though, of. 
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The octtial cost in the ca«e of acqotsition by pofchase tvonld be the price 
paid for the bmlding, machincry> plart or fnmitare plus any other incidental 
capital expenditure sneh as cost of transport, import duties, cost of erection, 
etc. i3ut in the case ef a transferee of a business, who porcha«es the budd- 
ings, machinery, plant or furniture at a valua ion from his predecessor in 
interest, the actual cost is fixed at the cost at nhich he purchases and not the 
cost to the original owners In cases nh re the acqoisi’icn is made not 
by purcha<e but by a beques or a gift, the actual cost to the legatee or donee 
would be Hi/, and hence there »s no scope for giving any depreciation or 
obsolc'cence allowance to him at all 

Succession to Business. When a person succeeds to a business, the 
depreciation allowance due to him in respect of buildings, machinery, etc., 
taken over by him from his predeces'or sliould be worked out on the basis of 
actual cost to the purchaser and not on the cost the predecessor. 

But where, owing to a change in the prrprietorship of a business, the 
successor is taxed m respect of the pro'its received by his predecessor under 
the proviso to section 26 (2), the actual cost to the asscssce shall be the actual 
cost to the person succeeded. That is to say in the case of the first assess 
roent tm a successor the predecessor's right is carried over lutacU 

Unabsorbed Depreciation. When, on account of the absence or tnsnf- 
ficiency of profits of any business of the assessce, the full or a part of the 
depreciation allowance cannot ho claimed the balance of tlic depreciation 
allowance not so claimed is Known as uoabsorbed deprecuMon, Out the 
amount of depreciation which is disallowed for any other reason (e. g., the 
required particulars not furnished to the Income Tax Officer) ts not included 
in the term uoabsorbed depreciation. 

If an assessee, m addition to his bosioess income, has any other source 
of income sush as salary, income from property, etc., then the amount of 
unabsorbed depreciation can also >>c set off against such other income , and 
only the amount of depreciation not so set off will be the amount of unabsorbed 
depreciation to be carried forward 

Theprotiso to section 10 (2) (vi) regulates unabsorbed depreciation as 
follows : — 

(a) Unab&orbcd depreciation on accoun of assessment years prior to 

1939-40 cannot be carried forward but should be capitalised, i. c., 
added to the depreciated value of the asset for the purpose of 
arriving at its written down value for 1940-41 assessment , 

(b) Unabsorbed depreciation or account oi assessment years 1939-40 

onwards can be carried forward tndifinilely to be claimed in 
future as-essments subytet to die condition that, if there is a bust 
ness loss aUo carrwd forward, ^ach, business loss will b« set o2 
first before allow ing the unabsorbed depreciation. This provision 
IS obviously m favojr of the asscsscc, because business loascs can 
Ic carried forward fir fuore sct-ofi only for six years, whereas 
the unabsorbed depreciation allowance can bo carried forward 
tndcfimtcly. 

When a bu»mesj is closed in any year, die carry forward of ita unab 
'orbed depreciation will not be allowed, and the unabsorbed depreciation 
all w ance like any otlicr loss wjH have to be regarded as a capital loss 

Computation of Deprecfation Allowance. Unlike ooso'osccnce allow 
ance It IS not necessary for the depreciation allowance that it should bt actu- 
ally written off in the booka of the assessee. 

The wniicn-dow n value s) stem, which was adopted for the first time in 
the assessmen* year 1940-41. renders it unnecessary to work out separately 
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the allowance on each addition made to the asset, since the allow-aAtce at the 
fixed percentage is due on whole written down value of the asset m each 
class regardless of the date of purchase. For the calculation of depreciation 
all that IS necessary is this , 

(rt) Group the assets accordiiw to the rate of depreciation allowed, 
e. g., all assets entitled to 6®/p depreciation put together, and so on ; 

(6) From the written down value of the asset brought forward from 
the previous financial year, deduct the previous assessment’s 
depreciation allowance , 

(c) Add the cost of additions and deduct the sales of assets, if any, 
made during the previous year , 

((/) The written down value of the asset for the current assessment 
having thus been ascertained, work out the depreciation allowance 
at the prescribed rate. 

For the next assessment year, the process will be repeated. 

Extra Shift Allowance, m the case of machinery and plant, an extra 
depreciation allowance up to a maximum of 50 per cent, o* the normal 
depreciation allowance IS allowed where an assessee claims such allowance 
on account of double or multiple shift working and satisfies the Income-Tax 
officer that the asset has actually worked double or multiple shifts. This is 
known as extra shift allowance and is proportionate to the number of days 
during which double or mubtple shifts are worked. 

For the purpose of granting this extra allowance ihe normal number of 
working doys throughout the year will be taken as 300. For example, if a 
factOTV has worked double or multiple Stilts for 200 days, the extra oeprecial- 
ion allowance will be one third of fifty per cent, of the norma! depreciation 
allowance for the whole year in respect of machinery and plant. 

Iliustratloas. 

1. It a business, whose accounting year ends on 30ih June, purchased 
machinery for Rs, 50,000 in October 1945, iheu for the 1947-48 assessment 
year the written down value will be Rs. 50,000 and the depreciation allowance 
(at 7%) would be Rs. 3,500. 

2. A factory budding {second class) was acquired for Rs. 50,000 m 
June 1945 by a firm whose books are closed at the end of the calendar year. 
Therefore its written down value (at 5*/^ depreciation) would be Rs. 50,000 for 
the assessment year 1946 47 , Rs. 47,500 for the assessment year 1947-48 ; and 
Rs. 45,125 for the assessment year 1948 49. 

3. \ firm which clones its books on 31st March acquired in July 1938 
an asset costing Rs, 20,000, the prescribed rate of depreciation on this asset 
being 9% on the written down value. Tlic depreciation allowance for the 
assessment year 1946 47 was unabsorbed to the extent of Rs. 1,000, and the 
amount of depreciation actually claimed up to and including the assessment 
year 194647 amounted to Rs. 4,000. 

The written down value of this asset for the 1947 48 assessment year will 
be (Rs 20,000-Rs. 4,000) or Rs. 16,000 , and the depreciation allowance for 
1947 48 assessment would be — 

At 97c on Rs. 16000 .. Rs. 1,440 

plus the unabsrobed depreciation 

brought forward 1,000 

2,440 
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Assaming that the full amount of Rs. 2,440 is claimed mthe 1947*48 
assessment, then for the next assessment jtar (194849) the wril'cn-down 
value of this asset will be Rs. 13^€0> 

4. A cotton mill company, who«c acconniinp ) ear ends on 31st Maidi, 
purchased certain madime^ m 1932 for Rs. 1,20,000, and the depreciation 
allowran;e actually claimed for Uns asset ap to and including the 194142 
assessment year amounted to Rs. 31,500. 

Woik out the admissible depreciation allowance m respf-ct ol this acset 
for the assessment jears 1942 43 and 194344, if the rate of depreciation 
prescribed is 10® {, on the written down value, if this asset was used double 
shift for 100 days m the previous year 1941*42 and for 200 days in the 
previous year 1942 43, and if the full ocpreciation allowance was claimed in 
the 194243 assessment. (Agra li Coiu 19-^3 ). 

Rs. 

1.20,000 

31.500 

88.500 
8350 
1.475 

10,325 

1,20,000 

• 41.825 


78,175 
7317 
2,605 
10,422 
. For this 

purpose he purchased machinery for Rs. 20,000 from another ^rson who was 
closing down hiS business and lostalled it in his own shop which was 
constructed at a cost of Rs. 10,000 in 1920L 

If in his first assessment for 1946-47 the assessec claims initial 
'inrprwrriirOTi.'provrfreli'Dy ine’jnconie'lax Kmeubmerir Act o'l ’19%, on {tie 
building and the machinery ami normal depreciation for 8 months on the 
cost tliereof, on what basis would you allow th- claims and on nhat value ? 

Unconie Tnx Departmental Uxani 194G'> 

As both the shop building and machinery are old, he is not entitled to 
any initial depreciation in respect of them, because initial depreciation is 
allowed only m the case of new buildings and new machinery. 

In bis first assessment for the year 194647 he is, however, entitled to 
the full year’s norma! depreciation at the prescribed rates on Rs. lO.OOO and 
Ra. 20,CK!)0 in respect of building and machiner), which figures are their 
writtCD-down values. 

.\s the siiop budding has been brought \nto use before the 2SJtFebToaTy 
l&t6, the first proviso to section 10 (S , which has been explained earlier in 
this chapter, will not apply. 


Actual cost of machinery 

Less Depreciation actually allowed 

Written-dovn value for 1942 43 assf-sraent 

Normal depreciation at 10®/o 
Extra shift allowance, being one*ihird of 
fifty per cent, of the normal 

Depreciation for 194243 assessment 

Actual cost of machioery 

Less Depreciation actually allowed 

Written*^own value for 1943*44 assessment ... 

Normal depreciation at V3% 

Extra shift allowance, being twc^thirds of 
fifty per cent of the normal 

Depreciation for 1943-44 assessment 

5. A person set np a new bnsmess on l^t August 1945 
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Obsolescence Allowance Under sec^so TO (2) (vu'. where buildin^r, 
machinery or plant used for bnsiness |mrpo«es is sold or discarded or 
demolishe 1 or destroyed the excess of its wriUen down value over the sale 
price or its scrap value (as the case maj be is allowed as an obsolescence 
loss subject to the following conditions — 

(a That the amount of the obsolescence loss is actually written off in 
the books of he assesses 

b That where the ale proceeds of an asset exceed the written down 
value the excess will be taxed to the extent of the entire depreciation allowed, 
but any excess over the cost of the asset wdl be capital profit chargeable under 
section 12A 

For example if the written down value ot machinery which cost 
Rs. 1 00 000 is Rs 40 000 and if it is sold tlie position will be as follows — 

1 If it IS sold for Rs % 000 the obsolescence allowance is Rs 10 000 

2 1/ It IS sold for Rs 40 000, there is no obsolescence allowance and 
no taxable profit 

3. If it is sold for Rs 70000 there is no obsolescence allowance, but 
there is a taxable profit of Rs 30000 

4 If it IS sold for Rs 1 00 000 there is no obsolescence allowance, but 
thete IS a taxable profit of Rs 60000 

5 If It IS sold for Rs 120000 there is no obsolescence allowance, but 
there IS a taxable business profit of Ks CO 000 and a taxable capital profit of 
Rs 20 000 

(c) That where an asset IS discarded, demolished or destroyed, and any 

insurance salvage or compensation moneys are received, these moneys it 
(hey arc Jess than (be wnuendown value minus the scrap value, will be 
deducted from the obsolescence allowance admissible, and, it they are greater, 
the excess will be taxed to ihv extent ol the entire depreciation allowed minus 
the scrap value • 

For example the written down value of machinery which cost 
Rs lOOOOO IS Rs 40 000 If it is insured and if it is destroyed leaving a 
scrap value of Rs lO 000 the position will be as follows — 

J If die insurance money received is Rs, 20 000 he obsolescence 
allowance IS 10000 

2 ll the insurance money rcctivcil is Rs dOOOO there is no 
obsolescence allowance and iio taxable profit 

3 It the insuran''L money received is Rs 60 COO there is iiu 

obs lesccnce all waiice but there is a taxable profit of Rs 30 OOO 

4 If th insurance money received is Rs 90 000 there is no 

obs ilesccncc all wance but there is a taxable profit of Rs 60 000 

5 ft' the insurance money received is Rs I TO 000 there is no 
obsolescence allowance but there is a taxable business profit of Rs 60 000 
and a taxable capital profit of Rs 20 000 

(d) niat where a budding previously owned by an assessee is brought 
into use for the purtwses of hts business after the 28 h February 1946 its 
written down value for computing the a noont of obsolescence loss will be the 
actual cost ) 11 , IKS alt depreciation that would have been allowable had the 
budding been used all along by die assessee la bis business since the date of 
Its acquisition The rate of depreciation chargeable f< r this intervening period 
will be the rate in force c n the date of the mtr^uction of the building into the 
business. 
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M. a cliim IS made for obsoie&ceoce allowaoce on the ground of 

disc-iid It ‘-houM be made tn the year in wliicb the asset is actually discarded. 
But this will not prevent an allowance being claimed for obsolescence loss on a 
later actual sale of the discarded asset 

\\ here auy budding plant or machinery is not nsed wholly for purposes of 
busiDes'-. only the proportionate amount of obsolescence allowance can be 
C aimed. 


Test Questions. 

1. What do you understand by the term Depreciation’ ? How is it 
allowed r* \Vlto is entitled to it when and to what extent ? 

Explain how the uiub'^rbcd depreciation of one year can be allots cd 
substfiucntly. Does the carry forward of depreciation in any way differ from 
the carry forward of lushes i* Explain (he provision^ fully 

(Agra M. Com 19J7) 

2. Write a short essay on '’Depreciation and Taxable Income from 
Businesb”. 

3. Explain and illustrate tlic meaning of the term 'Written down value.’ 

4 Wliat lb obsolescence loss ? It is allowed as a deduction for income 

lax purposes ? 

5, Define Uic folloviiint' terms: Plant, Orismal Cost, Unabsorbed 
Depreciation. 

6 What IS extra shift allowance and how is it computed ? 

7. A owns a ginnini; factory which he is not running himself but has 
leased out to B. A claim for depreciation is made m respect of the factory 
both by A and D. How would you deal with the depreciation claim. 

(Agra M. Cow 1047)- 



Ca^FTER 11 

METHOD OF ACCOUKTINO 


Tnt provis jas of section 10 and 12 have been so werded as to make it 
clear -ha a« regard iac>.ime from ba>iine«3 and o'her soarces no oniform 
a nhjd of ACC anting is i escribed for all tax payers, and that every as-essee 
may, -o far a pr-s ‘-le, ad pc «;och form and sys'em of accounting as is best 
«ci ed f r h, y arpo cs. The cnlj re« ncuons imposed by section 13 are — 

I That iie meih >d of acconiving adopted mns* b“ one that clearly 
refects the income of the as es'Ce m respect of the previou-s 
year and 

2. I 1' the cue regularly employed by him for the purposes of his 
ba'ine<s. 

If the tax payer ooes n->i regularly employ a method of accouu'iug vthich 
clearly rc*fieo<hi5 income tor the previous year, the computation will be 
made in tich manner as in the opinion of the !. T. O. does clearly reflect it. 
Therefore it he acojaaa kept by an a«5essee arc such that the proflts cannot 
easily be ascertained frjm them the asscssmeo is made on an as^med flat 
ra e of profl ^n me turnover and the bas s of the flat rates is the previons 
prac* ce and e}«>ern.Qce of the Income Fax Department. There is nothing to 
preven. an 1. T O from charging two different flat ra'es for ttvo di£erent 
a«sC9see8 in the same localry, 

Bu' section 13 dees not justify a bald esuma'e of inwme by the LT. 0. 
withou' any reaviu for arriving at the figure* He is no' entitled to make a 
gue«s widiout any evidence. He mu<t be consistent and logical and must not 
ac arb j'anl/ even if he has only to make an esuma'e. £n no case may an 
I. T O rcjs« genome account merely on the ground that they are compli- 
cated 


v^nange in accounting system - — When an a^ses'ce desires to cuange tiis 
accoan mg system and makes sndi a reques-, the I T. O. m considering it 
«hjafd, if he IS prepared to allow the change, cake sepsto secure that no 
pro£i.s escape taxa ion on acconm of the chaise. Whether a method of 
accounting has been regularly employed is a quec-ioo of fact, bat it is open to 
the a'sessee to change his method though ntit from year to year. In doing so 
he «hon]d sausfy the mcome-tax anthorjties tha* be is doing so m good faith 
and not with a view to defrauding revenoe. 

While section 13 leaves i' to the discretion of the I. T, O. to decide whe- 
ther a particular "ystem of accounting -should be accepted or whether a 
change in the *7'*em of accoun'ing shc^d be allowed, the discretion of the 
I. T O. m this matter can be qne<-ioned m the course of an appeal against the 
assessment. 

System of accounting i — There are three systems of keeping accounts. 

1. The cash basis system — ^Where a record is kept of actual receijxs 
and actual payment, entries being made only when money is actually collected 
or disbursed. This system is quite inadequate for the needs of a trading 
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coDcera where there may be a ramber of credit traa^ctic’n'v The income of 
a bormess cannot be compated correctly coder this «!y«Jem. It i<s therefore 
nna«ajal for a trader to calcnla e hi« profits cn this system. 

This «ystcw can be verv well adopted m a prDfe««ion such as that c f a 
dccior, accounjnt or lawrer where ccarir all transactions are for cash, and 
also by Dca-tradiD" concerns «nch a« a chib, orphanage. ««hooI, college, etc., 
whose aim of keeping aceconts is to <ecnre tha. all income that «honld be 
received has been r ■ceived and hat the actnal income received ha« been pro- 
perly acccnin-ed for. 

If, however, a trader adopts this sy«*em of bock keeping and wi‘4ies to 
caJcoIa e hi« profit therefrom t^ ditlereacc between the value of his opening 
and cl "Sing «iocks most betaken in*o accoon* in doing ^ so frat a proper 
and even di«tribation of his profits over a ««nes of years may be secured. 

2. The mercaatlle accoontaney system x — This is al«o known as brek 
protss sjtwm of accountancy. Under this a record is kept of all tran 

^actions both cash and credit and a profi* and loss account is prepared in 
respect of all the income and cjwpendinire of the year whether actuallv received 
and paid in cash or Dot. Under this Tstem en.nes axe made m the accounts 
cn the da*e of the transactions irrespective of ihe date of payment. This is the 
*!)stem by ahich the tme business pfofi.s. can be ascertained. 

3* Hybrid systemt of accoontxog t—Be<tdes the cash basis and mercan 
Ulc sy^em, there may be several hybrid or muted «ysanis of book keeping, 
that IS to «ay, a trader may record one «et of transactions on the ca<h basis 
and for another set he mi) follow the mercanule method, e. g . pQrcna«e» and 
^cs of good' may be recorded on the mercantile buis and income and 
e':pen«e8 on the cash ba'is. An assessec can adopt kjbnd system o/heofe* 
kttpifts so Ions as he resularly employs i/. 

\OTt:— It IS the method of accoooticg adopted by an as^essee that 
detetmine« ibe period within which any iten of gro«s reienns or any dednetton 
therefrom is to be accouut*d lot and which deiencmes whether particular 
allowances are Of aie not perm ssib c. (i u for lhi« reason that the ^cl does 
oot tonuifl a complete 'tatement of the deductions that are p-rmi««ible or not 
permissible lu working out buxine s pro*’!*, professional eammgs or income from 
other sources, since certain aliowoces cao occur only where the raercartile 
accocnianc) system Is adopted There can. for example, be no bad debts where 
the cash sy«teni of book keeping has b*en followed. 

^\■hcre a complete S3^em of mercantile accountancy has been adoned, 
the assessee has to atach a copv of bis ProS* and Loss Acccun' and Balance 
Sheet to hts Return of Total Income to be filed w iih the L T. O. 

\\’here the book keeping records are incomplete or where there is no 
Uxikkceping at alUthc a««cssec mav a<vxiiajja his ^coss. ^cofa. Ccuni tus. sales 
and then estimate his taxable income b\ deducting the admissible expenses 
from the gross pfi-fit. ^11 this information must lx gis*en in lus Return of 
Tcta! Income to be filed with the L T. O. 

Test QacaUDnsi. 

1. Wnte an e^say on "The Method of -Accounting for Income-Tax 
Purposes." 

2. Name and briefly describe the principal sy^ems of accounting 
that may be adopted by as«es«ees. 



CHAPTER 12. 

SET-OFF AND CARRY-FORWARD OF LOSSES. 

Set'Olf of tosses. 

Under section 24 (1) a loss (not being a capital loss^ sustained by an 
assessee under any head of income can be set off against his income under 
another head i/i the seim^ year of a&scssntmt, subject to the following pro- 
visions . — 

1. Where the assessee IS an unregistered firm, that firm and that firm 
alone can set oif the losses incurred by the firm, and no member of an 
unregistered firm is allowed to set-off his share of the firm's loss against 
his own income. 

2. Where the assessee is a registered lirm the loss of the registered firm 
IS to be set-off agamstthe registered firm's own income in die first instance 
and then the balance of the loss allocated between the partners and set-off 
against the partners’ own income. 

3. Where aa.anregistered firm has been dealt with as a registered firm 
under section 23 (5) (i), losses can be set off like a registered firm. 

Carry forward of business losses for set off against subsequent assessments. 

Section 24 (2) allows the carrying forward of business losses. A loss 
doe to depreciauon can bf- carried forward for an indefinite number of years, 
the unabsorbed depreciation not being treated as a loss at all. Other business 
losses (it they cannot be wholly set-off against other income for the same year) 
can also be carried forward and set-off against the profits of the assessee from 
the same bustitess for the following year. It most be emphasised that business 
losses cannot be carried forwaro and set-off only against income from any 
other business or from any other source. They can be earned forward and 
set-off only against income from the same business, and if tl^t business has 
been discontinued, the right to carry forward the loss lapses. 

If, owing to the inadequacy of profits, the loss cannot be wholly exhausted 
m the year following the year of assessment, it can be earned forward and 
set off against the profits of the next year and so on up to a limit of six years. 

Where unabsorbed depreciation ts also m existence, the business loss 
carried-forward should bC set off in priority to the selting-off of such unabsorbed 
depreciation. 

With regard to losses by unregistered and registered firms, the same 
provisions operate for the carry-forward and set off under section 24 (2) as for 
the stt-off of losses under section 24 H). 

Note . — With regard to the set-off and carry forward of Indian States 
losses and losses under ibe head "Capital Gams" refer to Chapter 4 and 
Chapter 8 respectively. 

Change in constituiion or succession In accordance with tiie principle 
that the liability or benclii should attach to the person receiving the profits or 
incurring the loss, it is provided that where a change has occurred in the 
constitution of a firm or where there has been a succession to a business 
(otherwise than by inlientance), only the person actually incurring the loss is 
entitled to set it off against his income. 

Thus, when a change has occurred m the constitution of a lirm, the firm 
shall not be entitled to carry forward and set off the share of loss of a retired 
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or deceased partner, nor sliall any partner be entitled to the benefit of any 
portion of the said loss which is not apportionable to him, 
lllnstratlons, 

1. If a registered firm consisting of4,B and C is reconstituted, 4 
retiring and D coming into the partnership. 4 b> leaving the firm forfeits the 
right to carry forward his share of the loss made by the old tirm, although 4's 
rigtit t> set off this lo-s against his other income for the same % ear remains 
unalTccted. \gaiQ {i, C and O do not inherit this loss and cannot claim to 
«et-otl against their shares of the fomre profits the share of loss incurred by 4 , 
Of course, B can carry forward his own share of the loss made b% the old firm 
and f’can also carry forward hts share. 

2. If 4, B and c arc equal partners in an unregistered firm which has 
made a loss uf Rs, 15,000 and if A dies or retires, the firm of B and C as 
reconstituted can carrj forward only Rs. 10,000 and not Rs- 15 000 because 
R>, S.OOfT IS the loss of 4 , a deceased or retired partner. 

3 If V la succeeded m a business by V, and Y has incurred a loss, he 
forfeits die righ* to carry (ornattl bv tnnsfcmDg the business to r, who, 
however, cannot claim to set-off agam^t this profits the loss incurred b> A'- 

Determination of loss. The determination of a loss is now important for 
tlic setting of! against future profits, and therefore it is provided that the I.T.O. 
shall pass an order determining the loss and this order is appealUbtc in the 
same way as an order detertnimag an assessment upon which tax is payable. 

Test Questions. 

1. Explain fully the provisions of the Income-Tax Act regarding the 

set-oiT of losses 10 computing the aggregate income of an assessee, and point 
out clearly llie differences in (a) fosses of the same jear, (b) losses of the 
earlier years, (c) tosses of a reguteted firm, and (d) lo'.scs of an unregistered 
firm. {ilgra M. Com 19-16). 

2. Esplam the difference between the set-otT of losses and the carry- 
forward of business losses 

3. How is the set-off and carry forward of Kisses affected when there 
is a change in the constitution uf a business ur when a Ijuriincss changes 
) lands ? 



CHAPTER 13. 

TOTAL INCOME AND TOTAL WORLD INCOME 

The melhod of ccimpuiin^ die tioubli. in Oicc (or dcdactible loss) from 
iht various ‘.jurccs i. e , salaries, interest or secnniiLs, income from projicrlv, 
profits < f busim ss, income from other sources, and capital gams has been 
( xplaini J in deuiJ in ihrti preceding chapters , and the method rf comput- 
ing the total income and the total world income of an assc°see will be 
discussed m this cliap'cr. Asthctaal income and the total world income of 
dsscssei s are the bases of thcir assissmcn . *hc correct computation of these 
two things IS an important matter. 

Total Income, The mtal income of an as^csscc means the total amount 
of income including taxable capital gams) for which he is chargeable on the 
basts of his residence, and whuh are derived from taxable sources. That 
IS to «ay the tital income >f a person is computed with regard to liis 
residence 

This meaning of the term total income is, however, varied m die follow- 
ing two cases — 

1 Lndir the second proviso to s ction 55. for the purpose of calculating 

th< amoun of ntp-r ux payable »iy a partner of an onregistered 
<'irm or a member of an associati n of fxrsms where such a firm 
' r asviciation itself has Ixcn as cssed o sujicr tax , 

2 Lnder die proviso to sectK n 5SE, for dll purpose of calculating the 

exemffed amount of life imurance premium and provident fond 
contriliuiions of a member of a recognrttl jirovjdent fond. 

Total World Income. Tins includes all income wherever arising except 
ineeime which IS nrt uxabli. Tlic c 'm| utati n of the UAal world income u 
ri(|uired niv riche case f non r< -^idents. wh ise rate of tax on total meune 
is detirmined b> reference to their tout world income. In computing the 
toal wjfld mi jco , th «ucotory deduction of Rs. 4 from the unremittid 
i re gti income sh iul 1 n>t be made, liccause that allcTAancc is available only 
li ri-sidenis. 

Other provisions appUcable to total income h has already been stated 
in Chaixer d that under section 4 (3) certain kinds of income are totally exempt 
from taxation an ' are mx inciadtt) m the lotal wcoaie of die p*rs n receiving 
them. Se-ctioii 16 44D, 44E and 44F. whicli require that in computing ihe 
toLdl income I an asse^see certain moomes should 1^ included, make Ihe 
f< II wing j rovi ions in ri gard t the computation of total income : — 

1 Exempted Income All income whicti is exempt from both income 
lax and super ax arulalxiall income which is exempt from income-tax but 
n /t fr ui‘U]x.riax (as detailed m Parts II and III ol Chapter 3) sliould be 
included in die t^^al income, 

3 Earned Income Allowance. The amount of earned income 
allowance ti which an assts'tc is entitled shmld be included m his total 
income 

3 Share of a Firm’s Income, When the asse-ssec is a jartner of a 
firm his sliare of the firm's profit er loss should lie taken, for the purpose of 
com{ ating his 0 -al incomi , to be *alary, intere-,!, commission or iHher remu- 
neration payable to him ljy the firm in respect of the previous year increased 
or decreas d n si>ectivclv by his sliare in ihebalanreof the profit or loss of 
the firm. 
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4. Transfer of Income. If a person makes a settlement of income upon 
other persons (fthetlier such settlement is revocable or not), the assets whose 
income is so settled remaining the propert> of die set lor, then such income is 
deemed to be the income of the settlor or transferor and should be included 
in his total income. 

5. Revocable Transfer of Assets. If a person makes a revocable 
transfer of assets to other persons than tlie income of such assets is deemed 
to be die income of the settlor and should be incloded in his to-al income except 
in die following two cases : — 

(a) Wliere such a settlement is not revocable for a period exceeding 
siK years and the settlor derives no benefit, direct or indirect, from 
the income ,and 

b) ^Vhe^e such a settlemen* is not revocable during the lifetime of the 
transJeree (or the beneficiary) and the setdor derives no benefit, 
director indirect, from the income. 

But It must be noted tha' when the period ol non revocability expires, 
the settlor will be automatically assessed on tin. income, nnless he makes a 
new settlement whicli is non revocable for another period exceeding six 
years. 

Bcnaml Transactions. Tlie word ‘txnami means nidioat name. A 
benatm transaction is one whidi is made not m the name of the real person 
but in the name of someone else. TIius, a person in order to evade tax may 
transfer his property nominally m favour of a third pany, or a person in 
acquiring some property may not purchase tt in bis own name but may pur* 
chase it benami in die name of a third person. 

For the purposes of assessment, the income*tax audionties ate entitled to 
go into the question of the ownership of property and to make the assessment 
on the real owner. 

6. Dividends. A dividend received by a shareholder is deetsed to be 
lus income for the previous year m which it is paid or deemed to be paid, 
and for the purjiose of computing his total income the actual amount of divi 
dend received should be grossed up as explained m Chapter 7. 

7. Income of Wife. So mucfi oi the income of an assesscc's wife as 
arises directly or indirectly from the following sources should be included m 
his total income i — 

(а) From her membership in a firm of which the assesstc is a part 

ner ; or 

(б) From assets transferred directly or indirectly to her by the assessee 
otherwise than for adequate consideration or in connection with an 
agreement to live apart. 

8. Income ol Minor Child. So much of the income of an assessce’s 
minor child as arises directly or indirectly from the following si urecs <^hoald 
be included in hts total income ; — 

(а) From his or her admission to the benefits of partnership in a firm of 

which the assessee is a partner ; or 

(б) From assets Uansferred directly or indirectly to the minor chifd (not 

being a married daugh'er) by the assessee otherwise than for ade* 
quite consideration. 

9. Transfer of Asset fo Third Parties. If a person make^ a transfer 
of assets, otherwise than for adequate consideration, to another peri>on or an 
association of persous (or the benefit of hvs (transferor's) wife or minor child 
or both, then the income from such assets is deemed to be the income of the 
transferor and should be included m hts total income. 



78 


INCOME TAX 


10 Transfer of Assets Abroad Section 44-D provides that if a person 
transfers assets to a nonresident or to a person not ordinarily resident in 
British India for the purpose of avoiding tax the Income Tax Officer may 
treat the income from such assets as the income of the transferor. 

The principal kind of devic< wh ch th s provision is designed to present 
IS the flo ation of a dummy company abroad to take over the assets of a 
wealtliy super tax payer m British India Thus a man with a large income 
which IS liable to super tax transfers his assets to a private companj of which 
Ik is sub tantial/y the only sliarehufdcr and winch is registered abroad This 
company being registered abroad cannot be caught under section 23 A which 
deals with non distribution of profits The transferor himself does not receive 
income or di /idcnds from the company but he receives loans He is never 
asked to repay those Joans because virtuaJly he is the company. So he recei 
ves in the form of loans precisely thi same money which he would previously 
have received in the form of income and therefore he avoids all tax which 
is payable on that income 

Tlie wording of this sectnn is wide enough to cover aJJ possible forms 
of this device however the legal documents maj fc worded, but it leaves all 
genuine commercial transactions outside the net The general principle of the 
section IS to treat all income whcli has been alienated by the resident person 
dS Jus income whether it is caJJed loans or repaycacnis of Joans 

11 . Bond Washing Section 44 L deals with avoidance of tax n res 
poet of securities The interest or dividend on securities falls due on definite 
dates and the h Ider of the security or the share on those dates is the person 
chargeable to tax But if he transfers it just before the due date ofdieimc* 
rest or the date of the declaration of the dividend, he would become free from 
the tax liability, Tlie extra sale price winch he might have received by 
selling the security cum dividend would be merely a capital f rofit in his hands 
and may not be taxable Now if the transferee sli uld at me same time, by 
reast n of his having little or no income otherwise, be exempt from tax m 
res pea of the interi St or the dividend then the lax is wholly or partly avoi 
ded After the due date of the interest or after the declaration of the divi 
dend the transferor can ^ct his security back by a retransfer and put himself 
m his original position with impunity 

This section provides that where the transfer is made with an agreement 
to buy back, the transferor shall be regarded as the owner despite the transfer 
and shall be chargeable m respect of the interest or die dividend. Such trans 
actions are known as bond washing transaaions 

The transferee ch( sen may be a person carrying on a business of dealing 
in securities such as a bank an investment trust or a stock broker, in whose 
hands the profit or loss on the purchase and sate of securities is revenue and 
therefore taxable The purchase price paid by the transferee would necessa 
nly be greater tl an the sale jirice^ because the former would be cum dividend 
whereas the latter would be ex dividend and therefore the transaction would 
always show a loss The dealer in securities would be entitled to deduct this 
Joss as a busincs-. Joss but, of course it would be o£FsCt by the interest or 
dividend received the net result however bcirg that there i° no payment of 
tax Therefore under staion 44 E, if a business man dealing in securibes 
buys with an agreement to sell back, the transaction would be completely 
disregarded m his assessment, and the original owner of the securities would 
be held liable to tax in respect of the interest or the dividend despite the 
transfer 

Very heavy penalties arc imposed for failure to comply with the Income 
Tax Officer s demand fur mfotmation on these matters The penalty can bu 
as much as Rs 500 per day so It og as the default continues, 
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How to ComputeTotal Income and Total World Income. 

The total income and ihe total world locomc of an asscssce is compu’ed 
as follows 

1. To ascertain the total income of an as«essee, fir^t compute the taxable 
income (or deductible loss) of the previous year under each head of income 
including capital gams m the manner described in Chapters 6 7 and 8, and 
then add together the various tajcablc mcomes thus ascertained, dednetmg 
therefrom the loss (if any) under any head for the same previous year. 
Fur her, any business loss earned forward from the earlier previous years- 
which satisfy the conditions ol section 21 (2) and (2B) - may also be deducted 
from the previous year's protit of the same business or Irom the previous 
year's capital gams, Tlie recnlting bgurc irom this calculation would then be 
the total income of the previous year 

In doing so the income and loss arising both in British India and without 
Bmrh India <hould be taken into account subject of course to the deduction 
of R®. 4,500 trom the unremittcd foreign income - calculating income arising 
in BriUsh India under one heading and that arising without British India 
under another. The latter income may also be furiher classiiie'd into (t) that 
which 13 assessed on the remittance ba«is and (ii) that which i$ assessed on 
the accrual basts. . / 

2. To find out the total world income oi a non rc«idcn' tirst ascertain 
the income arising in British India, which is his total income , then to this 
total income add all his foreign income derived from taxable sources, and 
the result would be his total world income. 

Illuslrations. 

1. Assume the following particulars regarding the taxable income or 
dcdocttblc loss of a person for the previous year ended 31st March 1947, and 
then calcula'e his toul income and exempted income (a) when be is a residen' 
ordinarily resident, (b) when he is a resident not ordinarily resident, and 
(c) when he la .. non resident. In th*' last case ascertain his total world mcomc 
also. 

Income arising in British India x 

1. Salary Rs. 725 and dearness allowance Rs. 100 per month and bonus 

Rs. i.6oa 

2. Interest on tax free securities Rs. 500 and on other securities ftrross) 

Rs. 1.000. 

3. A loss of Rs. ] ,0CO has been computed from property, 

4. Share of profits in a registered firm Rs. lO.COO and m an nnreeis* 

‘Avtri. feti. 

5. Dividends (gross) Rs. 600 and interest on fixed deposits Rs. 400. 

6. Total capital gains Rs. 20,000. 

Income arising without British Indiax 

1. Amount ot foreign income actnally remitted to British India from 

Africa Rs. lO.OOa 

2. Unremitted foreign income from business in Iran (controlled from 

India) Rs. 11, OW, from propeny to Iran Rs, 2,000; from business 

in Jaipur Sta*e Rs. 12 COO. 

3. A Io3S of Rs. 1,000 on account of the Iranian boMness has al-o been 

earned forward from the 1946-47 assessmen* year. 

He paid Rs. 8,000 as premia on his hie policies for Rs. 1,00,000. 
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Stnttmcnt of Totni Income. 




(1>) 

(c) 

Ordinary Resident 

Resident 

Noti-rcsidi 

Brillsh Indian Inconici 

Rs. 

Rs. 

Rs. 

1. Salary 8,700 

D. A. 1.200 

iSonus 1,600 

11.500 

11,500 

11,500 

2. Interest on Sccuriin s 

Taxed 

1.000 

1.000 

1,000 

Tax free 

'iOO 

500 

500 

3, Property (Loss) 

-1.000 


-1000 

4. Business . 

Profits from rtgistcrfd firm 

10000 

10030 

10.000 

Profits Irom unregistered firm 

5,000 

5,000 

5,000 

5. Other Sources 

Dividends (gross) 

600 

600 

600 

F. D. Interest 

4C0 

400 

400 

6. Capital Gams 

20000 

20 000 

20,000 

Total of inrhaii income 

48000 

48,000 

48,000 

Foreign Incomci ' 

1. Actually remitted 

10.000 

10,000 

— 

2. Unrtmillcd* 

7,500 

5,500 


3i UnitmiUcd In<liaii State mwmc 

12,000 

— 

— 

To“al Income 

77,500 

63,500 

48.000 

Add ad foreign income 



34,000 

Total World Inromc 
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•Tln^ IS asccitamed as follows 

Ordinary 

resident 

Resident 



Rs. 

Rs. 

Rs. Rs. 

Business (11, 000-1.000 set ufl) 

10.C00 


10,000 

Property income 

2.000 




12.000 



Li.ss Stalulury Allow nice 

4,50) 

7,503 

4,500 5,500 

Statement of exempted income. 



(0 

(fi) 

(c) 

Ordinary resident 

Resident 

Non-resident 


Rs. 

Ks. 

Rs. 

Tax free /nttrcsi 

500 

500 

50f> 

Life Insurance Premia 

6.000 

6 000 

6000‘ 

Profits from unrtgisicred firm 

5000 

5,000 

5.000 

Accrued meume in IndianStalc 12.000 





Profits from registered firm 




taxed m the hands of the film 


— 

10500 


23.S00 

11500 

21500 


•The life insurance- premium paid is exempt only when U is paid out 
of an asbcsfcc's taxable income. It is assumed here that it was so paid. 

For information relating to registered and unregistered firms, refer to 
Chapter 17. 
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2. At an ordinarjr resident* makcb a return of his income for the year 
ended 31st March 1947 as follows : — 

Ks. Rs. 

Silarv • M 24,000 

Divid(.nd from a tea corLpany, assessed on 
40% of It.-* profits, declared tn December 

101^ (Certiticatc under «oclion 20 produced) 6,000 

Lo's from speculation business disconunacd 
In j-inurar) 1946 determined in his assessment 
for 194647 as under t 

Speculation lobs, 40,000 

Ltis Salary and propeny tocoincs of the 

} ear ended 31-346 set off 36,000 4,000 

Total Income 30,000 


Insurance premmms (Receipts produced) Rs. 3,000, 

On enquiry the a»ic«;sce -.upplicd the following information 

(a) Monthly salary Rs 3,000i> The asscssce was on leave for four 
months ex Inuia, and out of four months' leave salary at die rate of 

* Rs 3,000 per month two months* leave salary was drawn cx*Iadia, 
the Ixilancc being drawn m Briti'^h India on retnm from leave 
during the following year. 

(b) The drt idsnd income of R*. 6.000 represcms the amount declared by 
the company in favour of the assc^ce, but 60% of the company’s 
tncome was derived from agriculture. 

(c) One-fourth of die asscs^ee’s house eroperty is reserved for his own 
occupatiuo. The correct rental value of toe other part of the house 
IS Rs 4.8C0, but ihi. as«e<scc*}, agent charges onc*8ixth of the rent 
as his coomf-sion, 

(d) The particulars of his inMjrancc policies are s**~(i) Endowment 
policy on the life of hu wife, capital sum assured Rs. 10,000, 
pumium R' 2,000; (ii) Whole-life policy on his own life, capital 
sum assured Rs. 10,000, premium Rs. 500 , (ui) Marriage Endow- 
ment polic) for daughter for Rs. 5, OCX) payable on the happening of 
the marriage, but not otherwise, premium Rs, 50(X 

Determine the total income of the asscssce and his exempted income for 
the assessment year 1917 48. 

(fneometax Departinental Exam. 1944 • 
Total Income for the •ssesament year 1947*48. 


Rs. 


Salary ... 

property* 

Letting value of portion let 
Less one sixth for repairs 
Collection charges 6% 

800 

288 

4,800 

1,088 

36,000 

Armual value of residence 
Less one*MXth for repairs 

1.600 

266 

3,712 

1,334 

5.046 

Dividends gros> at 60 pics per rupee 


6357 


Total Income 

47.903 


The exempted income will be Rs. 2X00 on account of life premioms. 
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Test Questions. 

1. Under what circamstances can the income of the wife or a minor 
child of an assesses be included in his total income ? Who will be entitled to 
earned income relief m such cases and to what extent ? {Agra RI> Com. 1947) 

2. An assesses creates a trust by whmh the income from assets which 
remain his property is payable to his sister for a period of seven years It 
IS claimed that the case falls within the third proviso to section 16 (1) (c) and 
the income is not therefore liable to be mclnded m his total income. Is this 
correct ? 

3. Y has made a settlement by virtnc ot which the income from inte 
rest on securities which remain his property, is paid to his wife for her life 
time. The settlement is not in connection with an agreement to live apart. 
Ifcw will you deal with the matter ? 

4. What is'the difference between total income and total world income ? 

5. What is a benami transaction ? X makes an investment of hts own 
money m the name of his major son. The yield of the investment is spent 
by the son to defray expenses of his education. Is this a benami transaction ? 
In whose hands would you assess the investment income ? 

6. Explain the term 'Bond washing*. How is it prevented by lawj* 



CHAPTER 14. 

DE:DUCTION OP TAX AT SOURCE. 

Section 18 provides for the deduction of tax at source m respect of 
salaries, interest cm securities, other in*cres*^ and other sums chargeable to tax 
paid to non residents, and dividends. 

1. Salarte*. 

1. The person responsible for paying any income chargeable under the 
head salaries must, at the time of payment, dednct (ir) in the case of an 
employee Viho IS resident m Bribsh India, income-tax and super-tax at a rate 
representing the average of the rates applicable to hts estimated total income 
under the bead salaries , and (fi) in the case of an employee who is not resident 
in British India, income tax at the maximum rate and soper-tax at the rate or 
rates applicable to his estimated income under the head salaries. In doing so, 
the earned income allowance must be taken imo account. 

However, if the non resident employee obtains a certificate from the 
I. T* O. that his total income or the total world income is below the chargeable 
minimum or is only liable to a lesser rate, the deduction of tax (both income 
tax and snper-tax either shall cot be made or shall be made at the lower rate. 

Note *— -WTiea calculating the amount of monthly tax deduction from 
the salary of an employee, rebate of income ua (bat not super tax) at the average 
rate of income tax applicable to the total locom* of the employee from salary is 
admissible m respect of the following dedoctions, coBtnbatioas and premioms 
subject to the condi/icns explained in a previous chapter 

(<s) Sums deducted from a gosemment sen-ant’s salary for «ecatiDga 
deferred annuity to him or for making ptoxisioa for bis wife or cbildreo , 

(h) Employee's contributions to a provident fond to which the Provident 
Funds Act of 1925 applies or to a recognised provident fnnd or to an approved 
•Dperannuatioo fond , and 

(c) Premiums paid by the employee for life insurance the employer is 
satisfied R&owf the amount of such premiums* 

2. Where salary is payable oat of British India, by or on behalf of 
Goverumeut, tax must be deducted therefrom ui India and such salary is to be 
converted into rupees at the prescribed rate of 3/6 to the rupee. 

3. The emplover can increase or reduce the amount of tax to be deduct 
ed in order to adjust any excess or deficiency arising out of any previous 
deduction or failure (o deduct. 

4. ^\^len deduction of tax is made by employers other than Government, 
they are required to forward to the L T. O. a statement contamin^ the pres 
cnbed particulars. 

Note — In cnlculatme the amoant of tax payable, the fraction of a rupee 
of income is negl-cted and th- amoant of lax to be deducted monthlv is worked 
out to the neire«t nnna. 

How to work out the afflount of mealbly tax deduction. In the examples 
given below, the method of calculating the amount of income-tax and super- 
tax to be deducted monthly from the salary of an employee isillusted, it being 
assumed tha* the employee is a resident, and that the previous year is the 
year ended on 31st March 1947 t— 
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(a) Salary at the beginning of the year Rs. COO p. m., the increment of 
Rs. 30 ^ing doc after two months, and the emjloyee contributing one anna 
per rupee to a recognised provident fund. 

The total estimated annual income from salary is Rs. 7,500. The earned 
income allowance IS Rs. 1,5G0 , the ameunt of income tax cliargcable on 
Rs. 6,000 IS Rs. 343-120 , the average rate of incomerfax is ] 1 pies per rupee; 
and the amount of relief (on provident fund contribution oi Rs. 468 12*0 at 11 
pits f«r rupee) IS Rs. 26-130. 

Therefore the amount of tncome tax for the year is 342 12 0 

Lest Relief m respect of P. P. contribution 25 13 0 


Net yearly tax 

Hence the amount of income tax to be deducted mrmthly 


316 15 0 
26 7 0 


(b) Monthly salary Rs. 725 and the value of a free house provided by 
the employer Rs. 25 per monilL At the beginning of the 7th month a bonus 
of Rs. 1,000 IS also given to the employee. 

The total annual income from salary estimated at the beginning of the 
year (when tlic amount of bonus is not known) would be Rs. 0,000 ; and the 
earned income allowance Rs. 1,800 the amount of income tax diargeable on 
Rs 7,200 would be Rs. 403-12-0, and thi amonni of m( nthly dcdnction would 
be Rs. 41 30 

For the first six months the monthly deduction would therefore be 
Rs. 41 2-0, rjQt on the first day of the seventh month, owing to the grant of a 
Ijonos of Rs. 1.000, the amount of the monthly tax deduction would uve to be 
revised thus : 

Trjtal estimated anoual income from 'alary 10,000 

Less earned income allowance 2.000 


Taxable Income 8.000 

The amount of income tax chargeable thereon 593-12-0 

/.cjj tax already deducted for SIX months at Rs. 41'2-Op. m. 2^12-0 


Iherefore the amount of lax to be deducted m the next 
SIX months . 347 0 0 

Hence the amount of mmthly deduction ... 57 13 0 


(c) Salary Re. 2,500 per month, the annual income from salary being 
Rs. 30 000. 

The maximum earned income allowance is Rs. 4,000, and therefore the 
amount of tnenme tax cliargcable on Rs. 26,000 is Rs. 5,375 and the amount 
of monthly dcdnction of income tax is Rs 447 150. 

Tlic amount of super tax chargeable on Rs. 30 000 is Rs 623, there being 
no earned incomi. ailowunce tn respect of super-tax. Therefore the monthly 
deduction of super tax is Rs. 52 I-Q. 

The total tax to be deducted from the salary every month will be 
Rs.500 

2. Interest on Securities. 

1. The pcrsfjn responsible for pa3nng interest on securities most deduct 
incomeHax (but not super-tax) on the amount of interest jwyable at the 
maximum rate. Bat if the owner of the security gets a certificdte from die 
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I. T. O. that hrt total income or total world in‘*orac is less than the minimum 
liable to incomc-Ux or is only liable to a low er rate, the person p»ym^ in ertn 
shall pay it witJioui deduction or shall deduct income tax at tin. 1 jiver rate 

2. Tlie person paying in crest on secanue^ must give a certificate in the 
prescribed form containing particulars of the dcduc*ion to the person from 
whose in crest income tax has been dedusted. H™ mus also send to thi. 1. T. O 
a statement containing the picscrdied particulars 

3. Other Interest and other sum* paid to non residents 

1. The jy'rson responsible for paying to a non rtsident any interest (not 
being interest on secnrities) or any otlicr sum chargeable to income Ux must at 
the time of payment deduct income-tax at the maximum rate, unless he htmself 
IS liable to pay income lax thereon as anent. If the person to whom such 
payments arc made is a British non resident, and if he obtains a cirtiflca e 
from the I. T. O dial his total world income is less than the minimum liable 
to income-tax or that his total income is only liable to a lower ra e, the person 
making ^ch payments shall deduct it at the lower rate, 

2. Super-tax on sucli payments made to non residents IS to i>c deducted 
at the direction of, and at the rates determined by the 1 T O lju' where nj 
such direction is received, super tax should be deducted at the rate appropriate 
to the sums jayable 

4. Dividends 

1. Income-tax on dividends is paid by the company direct. V dividend 
ts deemed to be the income of the previous year of a sharch ilJcr m which it 
IS paid, credited or distributed, and is increased by the appropriate amount of 
income-tax (but not super tax] applteaUc thereon The amount of ineomc-Ux, 
by which the net dividend u locreased. is deemed to have been paid at source 
vf the shareholder. 

2. Super-ux on dividends paid to non residents is to be deducted m the 
same manner as the deduction of super tax on interest (not being interest on 
secoriues) and other sums paid to non residents, tliat is to say, either at the 
direction of the I, T. O. and at rates fixed by him, or m the absence of such 
direction by the company itself at the rate applicable to the total dividend paid 
to the shareholder. 

3. A certificate to the effect that the profits of the company out of winch 
the dividend is paid have either been assessed to freome-tax or will be assessed 
to income-tax, and also regarding the deduction of super tax (if any, must be 
given by the company to every sbareholdir. A statement cootaming the 
prescribed information as to dividends paid must also be forwarded by the 
company to the L T. O. 

Qeneral provisions regarding dednctlon of tax at source 

1. Ail sums dedneted shall be deemed to be income received by the 
payees. 

2. Amounts deducted shall be treated as payment of income-tax or 
soper-tax on behalf of the person from whose income tliey hast bttn deducted 
and credit lor the same would be given to him inhis assessment for the next 
year. In tlic case oS a dividend, the income tax by which it is increased, is 
also treated as a payment of income tax on behalf ol die sliartholder. 

3. Where one person’s income is included in die total income of anoihcr 
[cf. sections 16 ( 1 ) (c), 16 (3), 44-D or 44-E], credit for incomeHax deduaed at 
source is given to die latter person and oc^ to the former. 

4. The sums deducted must be paid over wttbm a prescribed lime to 
Government 



IKCOUE-TAX 


5. If a person fails to dedacttax,i>r after dedactmg it fails to pay it to 
Government, he (and in the case of a company, the company also of which he 
IS the principal ofScer] shall be deemed to be an assessee in defaalt in respect 
of the tax. Bat no penalty under section 46 (J) can be recovered from him 
unless such person has wilfolly failed to deduct. 

6. The power lo levy deduction at source is without prejudice to other 
modes of recovery. 

7 The person who deducts tax at source is bound to give a certificate 
of deduction except in the case of deductions from salaries. The forms of 
such certificates are prescribed in the (ocome*Tax Rules. 

Note — In all cases where lax cannot be deducted at source under section 
18 ihe income IS I able to direct assessment, according to section 19, in ihe 
ban Is of the le eij lent. 


Test Questions 

1 In which cases IS income tax and super tax deducted at source and 

why ? 

2 What is the Jiflference between ’deduction of Ux at source’ and 
'collection of tax at source' ? 

3. What are the provisions with regard to the deduction of tax from 
payments made to non residents f 



CHAPTER 15. 

PAY-AS-YOU-EARN SCHEME. 


bccuon 18 which provides for the pay as you earn scheme, was 
in erted by the Indian Income-Tax Amendmen Act of 1SM4 with a view to 
the prevention of inflation. This measure cannot be regarded as a temporary 
tneasure, but it would m all probability be a permanent featnre of the taxation 
sy^em of India. 

This section deala with the ads aocc payments of ux (both income-tax 
and super-tax). It applies — 

(a) to incomes from which tax is not dedncbblc at source , 

(b) to an asscssec whose total mootne of the latest previous year m 

respect of which he has been assessed exceeds Rs 6,000 , and 

(c) to a person who has not hitherto been assessed tf his total income of 
the previrns year is likely to exceed Rs. 6 000. 

In this scheme the ux is collected as and when the income is being 
earned, and mt later in a sobsequem year after the income has been earned* 

Method of Advance Collection o! Tax. The device adopted for the 
advance collection of tax is this. The asscssee is reqnircd to adopt for hts 
total income for the current tear the total income as determined in his latest 
assessment. Excluding shot portion thereof as has been snbjectcd todeduc 
tion of tax at source, on the balance Uie assessee is required to pay tax during 
the earning year itself at the rate of tax applicable to the current ftnancial 
year. The tax is to be paid m quanerlv msulmenu These payments arc 
treated as advance deposits of tax and arc adjusted loward^the tax paj able 
when the regular asscbsment is made in the usual course m respect of the 
current year, any excess or deficiency being refunded or collected as the case 
may be. The go/ernment pays simple interest at 2 per cent, per annum from 
the da e of each payment up to the date of the regular as%e:>smem, when the 
depc-iU together with interest thereon are appropriated towards the tax 
assessed. 

If an assessec thinks that his income during the currem year will be 
below the income as last assc«5ed, he can estimate his income for the curren* 
nzi and his tax liability therefor. He should pay the tax as estimated by 
mm in quarterly instalments* When an assessee pays advance tax on his 
own estimate, he can revise hts es*ima e at any time before the 15th Marti 
and adjus’ any excess or any deficicoty m the instalments previoosly paid. 

Thus an option is given to the assc«see to ny advance ux either on his 
la’est as«essed income or on his own estimate. The consequence of adopting 
either the f rst method or the second is this. In the first case he is free from 
any penalty, even though he may earn more durmg the current year and his 
tax liability may thus be greater than that of his la eat as-^jssment. In the 
second case where he chooses to pay advance tax on his own estimate, if his 
cs'ima e turns out to be less than 80 per cent, of the ux as ultima eJy de*er 
tamed in the tegular assessment (u W per cent, of such tax on income 
which his not bctn subjected to Ux at sooice), then he shall have to pay penal 
in crest at 6 per cent, per annum on the deficiency from the 1st January of the 
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acLouiiiiiig year to ihe Oate of the regular asbcssmcnt. Further, if it is found 
tliat buch estimate was made by the asses'^c intentionally, then he becomes 
liable 10 a fuither penalty not eaccedmg 1| times the deficit tax paid. 

In botli cases (i c., payment accordingto die latest assessment or accord 
ing to the estimate) the previous year of the assessec remains unchangeil. 
Assessecs may have different previous years for different sources of 
income. 

Quarterly Instalments. The Income Tax Officer is empowered to make 
a demand on the asscssee for payment la foar quarterly instalments of the 
amount of the tix levied in the last asscssmen*. The instalments are due on 
15ih June, 15th September, 15th December and 15th March. If after he had 
made such demand and before Ihe 15ih February in any financial year, an 
assessment of a later previous ) car tliau the one on which the demand was 
originally maac happens to come into being then he may make an amended 
order in respeit of the future instalments. 

VVlicn the assessec’s previoas year ends after the 3lsl December and 
before the 30th April, the tax is pnablc in three instalments on 15ih Septem 
ber, 15lli December and l5th Mardi 

Where any instalment due before the c\pir> of months from the 
commcncetncnt of the previous year m respect of which it is to be paid, it 
$hall be deemed to have become due IS dayb alter tiic expiry of the said six 
months. Thus, if die previous year of an asst -sec commences on Ist April, 
the first instalment will be due not on I5ih September but on 26rh October. 

New Assessees, Persons not liithcno assessed arc also bound to send 
an estimate of their income for the current year to the Income-Tax Officer 
before the iSth March m eaclt financial year and to pay ta\ in advance if their 
income is likely to c\cecd Rs $.000 

If sucli an estimate turns out to be less than SO per cent, of the tax as 
ultimately determined in the regular ass<.ssmcm, thin p^nal interest will have 
to be paid < 11 ihe deiicitncy at 6 per ceoe, jicr annum from the 1st April of the 
financial year to tlic date ol the tegular assessment. 

Moreover if sucli an csiimaic is nw submitted to the Income Tax 
Officer bcfofi the l5Ui March and the Income Ta\ Officer is 'satisfied in the 
courvc of proceedings in connection with the regular assessment that such 
failure was without reasonable cau''C, he may iinpo''C a penalty equal to If 
times of 80 per cent, of the tax determined on tegular assessment. 

Test Questions 

]. Explain fully the provisions lor the advance payment of tax known 
as ‘Payas-you earn scheme*, and point out the duties, benefits and the 
liabilities of tax payers under tills system. M. Com. 1915'’ 

2 The new section 18A of the Indian Income Tax Act introduced by 
the Income Ta\ Amendment Act of 1914, provides for advance payment of 
income tax by laying down what is called *i^y as you earn scheme*. Discuss 
briefly the salient features of this scheme {Agra B. Com. 19‘i'l)- 

d. A person set up a new business on 1st August 1S^7. If his first 
assessment is made in 1946-47 on an income of Rs. 10 000 and it is found 
that he did not pay any advance tax under section 18A, would you impose 
any penalty and charge any penal interest 7 From what date would the 
interest, if any, be chargeable 7 {income lax Deparlmeitial Bxam. 1946) 



CHAPTER 16. 
SUPERTAX 


S^Jpcr-Ux IS aa idditiocal da^ of mcomMax and is limed at the rau. 
sjecificd in the Finance Acs passrf atiasaPj. It is ciurgcd ca the ural 
sncoDC (sabject to adja«men. ifl respect of capital ^ajis, if anj). It is levied 
t-a the fcJltnriDj a«se*sees, viz., 

1. Indiridnal « 

Z Hinds Undivided FacsJj , 

3. Ccopaa; 

4. Local \cthofijy ; 

5. Unreg-swed Fifo , 

6. Oief \svxi 2 ti^ of Persons {no' beasg a registered firm) , 
and 

7. Partners of a firm « tneobers of an association individnaDy. 

Regirered firms are not assessed u saper-tax. bat the partners of sach 

firms are assessed to snpet'tax oniheir paitnersh p profits along snh their 
other income. An onregisered firm, which has be^ assessed as a rcgisKTcd 
firm ander sec:ija23 (5) (b) IS treated like a regisiered 6rm for saper-ttx 
pirposes. 

It iboald be oered that where an csregistcred 6rm or other associ&aoo 
of persons (o-r bemg a eoapanj) is iself assessed to saper'UX. the share of 
the pro^ ^ a member of the onregis'ered firm or uher association of p'vsjss 
wdl be ezdeded from bis t ml income for ^aper-tax pvpjies, 

Liabftit/ to Saper4az, la the case of an as^essce (ncr being a compai^), 
the soper<ax is lim^ on hts txa! tosoisv mines captal rams aa u sach 
redoera income were bis total income. Ea in th case of a company, the 
se;«f4ax mdudisg addu.onal snper-tax will be charged on the tecu income 
of the companj (i^CMve of capi^ gams which exceed Rs l5Sf-0), and dicQ 
the tical amoont of sQper tax thus compxed will be redsced the amount 
of super mx computeo os that part of us txal income srhich cunsjts of capital 
gams at tbe rate of ■nper-tax exdudmg the rate of additional super ax. if 
any. 

It should be sited tb»i all assessees except companies and Ixal 
authurities are aJL LaUc to S3per<tax cnlcss thiir total income exceeds 
Ks. 25,002. Bet the super-tax on coapacies and local autbormes is levied a' 
a Pat rate on iheir loal income, whaaver its aoiuat may be. Ko refund on 
account of compau) super-tax is allowable to shareholders, because th" 'uper 
lax ca comfoaies is levied on accoont of the 'peoaJ fnrjirga whidi 
companies eny^ by statute m the shape of oircmte finance a^ Lmiitd 
IiaVlcy. Tfie super-tax payable by companies is uown as corporatton tax. 

Soper Tax Ofl locome partly Earned and partly Unearned. In making 
any asses'men: for the jtar on 3Ist blardi 1946, where the t.eal income 

of an a'si-ssec con'ias partly of earned income and partly of unearned income, 
tne super-tax payable by him will be calculated as follows : — 

(a) \Miere tlic t/al moose of an asse^sec, not being a company, mdudes 
any income chargeable und v the bead salaries on which supwr-tax has been 
CT might has-c bero deducted, the supwi-tax payable hj thcassexsce cm alaries 
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Gross iacoiso*tax oa Rs. 56000 
Gross income-tax on Rs 50,200 
Gross super tax < 

On salary of Rs 30 000 3.437 8 0 

On remaining earned income of 
Rs. 15.000 1 835 15 0 

On earned income of Rs. 15,000 2.382 13 0 


Leu tax collected at source 


Met tax payable 


Rs. 

a. 

r* 

14,750 

0 

0 

3.225 

0 

0 


7,655 

4 

0 

25,631 

4 

0 

6.000 

0 

0 

19 631 

4 

0 


Test Qaestiona. 

1. What IS supertax and bow is n assessed ? When is super tax 
deducted at source f 

2. How would you calculate super tax on the tou! income of an 
individual when such income is partly earned and paply nnearned ? 



CHAPTER 17 
ASSESSES S. 


An assessec is a person whom tax is payable. Under section 3, the 
income of every individual, Hindu andiviJed family, company nr local 
autliority, and of every firm or other association of persons tr the pwiners 
of the firm or the memt>ers of the as^acialiun individually is asbessable to 
income tax. 

This section defines {(T)whnhas to pay, i. c., every individual, Hindu 
undivided family, etc., (Ii) on what he has to paj. i. c., the total income of the 
previous year, and (c) at what rates, vir., the rates fixed by the Finance Act 
passed everj year by the Central Legislature. 

Section 4 circumscribes the scope of section 3 by defining and limiting 
the nature ul the income that ma) be included in total income section 7 U 
lay down the manner of computing ‘he taxable income of nn assessee from 
various sources. 

1, Individual 

The term 'individual' refers only to a human being. An Individual is 
assessed to income tax and super tax at a graded scale of rates according to 
the amoum ot his total income, if that exceeds Rs. 2,500. 

\ married woman is separately assessed m respect t f her separate 
income, \ minor who earns an income bv his own shill is capable of making 
a return of total income and of paying the tax. and if he has no guardian 
he docs not escape assessment, but is liable personally and can be assessed as 
an individual. 

2. Hindu undivided (amlhes. 

A Hindu undivided family is treated and taxed (through its manager or 
kana) as a «epara e entity like an individual according to its total income, and 
no account IS taken of haw that income is distributed amongst the individual 
members when such individual members arc assessed to income tax or 
supertax in rospect of their separate income. This applies even in cases 
where die amount of the income of the Hindu undivided family is less than 
the minimum taxable limit, and is tliercforc not liable to taxation m the hands 
of the manager of the family. The same remarks apply to super tax. 

Where the income, profits and gams of a member of a Hindu undivided 
family consist of his personal earnings they are Ueated as his personal income 
and nut as joint family income unless hey dour from the employment in busi 
ness or otherwise of the join: family propi rty. 

Jam and Sikh undivided families will be treated as Hindu undivided 
families, unkss in any particular case, thx asscssees claim that they should 
not be treated as such. Where such a claim is put forward, ic is for the 
assessee to prove the existence of some special custom or practee applicable 
to the family in question which would justify its not being treated as a Hindu 
undivided family 

The son of a Hindu (governed by any school of Hindu law) does not 
acquire by birth any interest m his father's self acquired propert) In respect 
of the income of such property the lather is to be assessed as an individual 
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In the case of Hindus not governed by the Dayabhaga law the son 
acquires by binh an interest in his father's ancestral property and ♦herefcrc 
after the birth of a son the income from ancestral property is to be assessed as 
the income of a Hinda undivided family. Accordirg to the Dayabhaga law, 
however, the son does not acquire by birth anj interest m ancestral property, 
His rights arise for the first time on his father's death. In -the father's hfe-timc, 
therefore, the income from ancestral property is to be assessed as the income 
of an individual unless the father himself is a member of a coparcenary. 

The income of a sole surviving male member of a Hindu undivided 
family governed by tne Miiakshara law is to be assessed as his personal income 
if he has no son. The existence of a wife and daughters does not alter the 
position. Under the Daj’abhaga law the position is different. According to 
that law a coparcenary is formed only when the inheritance opens and there 
must be two or more male heirs before a coparcenary can be formed. But 
if any of these male coparceners dies leaving surviving him a widow or a 
daughter that widow or daughter would be admitted into the coparcenarj m 
the place of the deceased coparcener. If, for example a Hindu governed by 
Dayabhaga law dies leaving three sons A, B and C, the three sons A, B and 
C, inherit the property joinSy and form a coparcenary (although each inherits 
a defined shared If ^forc partitioning their shares, B dies leat mg a widow, 
BW, and C, dies leaving a danghter CD, then A, BW, and CD, will be mem 
bers of the coparcenary originally form^ by A, B and C. It will thus be seen 
that the Dayabhaga law differs from the Mitakshara m admitting females into 
the coparcenary in certain circamstaoces although they cannot originally 
form a coparcenary. A coparcenary is a yortion a Hindu unduidcd family 
and the looome from (he coparcenary property will, according tj the Daya 
bhaga law, be assessable as the income of a Hindu undivided family not* 
withstanding that such coparcenary consists oJ only one male member and one 
or more female members. 

The income from the ancestral property of a Hindu (go\ erned by any 
school of law) With no son but with a wife and I or daughters is assessable as 
the income of an individual 

Atsesttnoit after partition - — ^Section SS-A applies only when a member 
of a Hindu undivided family claims (at or before the time of assessment) tliat 
It has become divided, and if the I. T. O. is satisfied be wJl pass an order to 
this effect. Such an order can be passed only if (i) the member of the family 
have separated in status from each other and («) there has been a partition of 
all the joint family property. So long as sucli an order is not passed by the 
I* T. O, a Hindu undivided family will coolinoc as undivided. 

If, however, a Hindu uadt\ided family prefers to go on being assessed 
as undivided thou^ really divided the I. T, O. has no authority to act under 
this section. 

AVhen an order for the partitions of a Hindu undi\ ided family has been 
passed by the I, T O., the I, T. O. should assess the total income of the family 
as if no partition had taken place, and the appropriate share of each member 
should be included in hi$ total income and as'^essed accordingly, notnith 
standing the provision of section 14 (1). The various members ot the divided 
family will be joindy and severally liable for the total tax due 

The same procedure will apply e\eo if the business or profession of the 
family (whose property has been partitioned) has been succced.dto by another 
or by the members of the family who form themselves into a firm. 

2. Companlea 

Tlie term 'company* means any incorporated, chartered or stalutorj 
company and a company incorporated in any other British territory or in an 
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Indian State It also includes any foreign association carrying on basiness in 
British India (whether incorporated or not which has been declared to be a 
company b} the Central Board of Revenue. 

As regards iiicoi e la^ — V company is assessed to income tax at the 
highest rate, wha ever the amoont of its total income , and a dividend received 
b\ a shareholder is gios'ed np bj addin? toil the appropriate amount of 
income tax applicable there*o, and credit for the amount of this income-tax is 
then gn en to the 'hareholder jn bis separate assessment. 

The whole of the dividend is taxable in the hands of the shareholder 
even though a part of It may have been derived from non taxable sources, 
c. g agricnl ural income or tax free merest from government secorities. 
vn that he can cIaioi is that (he notiooaltaxaddition to be made (o the dividend 
shall be proportionate if a part of the company's income has been derived 
from non taxable sources. 

As regards sute>~t(x\- A company pays a fla rate of super tax on the 
whole of Its toul income This tax is m no sense paid on behalf of share 
holders nor is a rc»und -llowed to thecn as m the case of income Ux. This 
is a tax for the privilege which companies cnjiy in the shape of limited 
liability and corporate fiaan-'e. 

A company holding «hares in another company is liable to pay snper-tax 
agam on he dividends received by it. though by special exemption under 
«ecUon 60 investment trusts have been relieved from this liability. 

Pie eutio i of atotiance 0 / super lax — (1) In order to avoid super tax 
which would be payable by the shareholders profits of companies are often 
accnmulated and capitalised and then distributed to the shareholders in various 
capital forms e g boons debenmres or by redaction of capital. The term 
‘dividend has now been dctined in such a way as to prevent this practice. 

(2) \ companv may howrever. attempt to avoid the operation of the 
dehnition of dividend by making no distribotion whatever either in a capita] 
or lo an income form, but its efforts in this direction are checked by the revised 
seaion 23* \ This section lays down that if dividends are less than GO per 
cent, of the assessable income as rcdoced by the amount of mcome-tax and 
saper tax payable by iie company ihereon the 1 T. O. (»n deem the whole 
profits to htf 1 e been disinbuted and the proportionate share thereof cf each 
‘shareholder would be included m his to*al income 

Where the reserves of past undisaibuted profits exceed the capital of 
ihe company (mcladmg the loan capital belonging to the shareholders) or they 
exceed the ccsl of the fixed assets o 1 the company, then 100 per cent, is subs- 
tito'ed for GO per cent. 

There are, however, three mitigating provisions, viz — («) That the 
I, T O will not pass such an order if he is satisfied that having regard to past 
losses or m Jie smallness of the profits, distribution would be onreasonable , 
(n) There are certain conditions m which, if the distribotions are not less than 
55 pel cent umv will be given to increa«i die distribu ion to over the GO pet 
cent Jimi s , and (u,) That the «ection is no lo apply to subsidiary companies 
and companies m which the public are substantially interested. 

A company m which the public are subsiantialiy m’erested is one whose 
shares carry og not less than twenty five per cent voting power are at the 
relevant penui held by the pobhc and hat e been qno*ed in any stock exchange 
in British India, or are freely tran«(erable among the public. Snch shares do 
not include shares carrying a fixed rate of dividend, ev en thongh they may 
participate further in profits. The relevant date to ascertain whether die 
required quantity of shares were faeJd by the public is the end of the previons 
year, I e., the particular profit year, the subject matter of the investigation. 
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(3) Dividends paid outside British India out of profits subjcctcil to 
inconK>tax in British India are deemed to arise m British India and arc 
therefore liable to super tax whether the owner IS resident m British India or 
not— Section 4 (1). 

Vanagiiig agLiicy coMi»tisiio»i»“Section 12— A provides that where a 
managing agent of a company, under the terms o/ an agreement mad>. {or 
adequate canstderation. parts with a portion of the managing agency commis 
Sion each party to the agreement is, otthe filing of i Jeclaratton an t on 
satisfactory proof oj tin. f tcis, 10 be taxed only in rc'pcct of the amount 
whidi he IS entitled to fcwtn under the agreement. The words which have 
been italiozcd arc of the utmost importance in this respect, 

4. Local authorities, 

A local autliority is taxable in respect of that income which it makes from 
the supply of commodities or services outside Its own jurisdictional area. It 
IS assessed both to income tax and super tax exactly like a company 

5. Plfms 

The terms ‘Tirros,*' "paiiner •' and “pirtnership.” have ilic same 
meanings respcctiscly as m the Indian Partnership Act, 1932 But for income 
tax purpose a minor admitted to the bcoefics oi a pirtncrship is included in 
the term partner. 

For taxation purposes firms may be registered or unregistered. A 
registered firm mears firm registered under the provisions of section 26-A, 
and an unrcgist''red firm metns a firm which is not a rcgis cred firm. 

//ov (0 recis/<r (t /irm.— In order to register a firm under sccticn 2^Ai 
an application in the prescribed form has to be made to the 1. T. 0. A firm 
to fie regi«tered must be constituted under an instrument of partnership which 
definitely specifies the individual shares of die partnirs in die profits of the 
firm. An application for registration may be made at any time before die 
as«essmcm ot the income of the firm i> made A certificate of registration has 
effect only for the a«scssment to be made for the year mentioned therein. 

(a) Assessment of a registered firm. 

As fig irJs inconie tan — In the ease of registered firm its total income 
has to be assessed upon It, but the amount of income-tax payable by the firm 
Itself has not (0 be determined The total income of each partner including 
his partnership profit from the registered firm has to be assessed upon him 
and the tax payable by him has accordingly to be determined. 

The only exception is in the case of a partner who is not resident in 
British India, and in such a case the partnership profit of the non resident 
paruer has to be assessed on the turm and tfie sum payable fias to be detcr- 
mmed at the rate which would be applicable if the same income had been 
assessed on him personally. 

Tberx. is also provision that where the tax assessed upon a partner 
cannot be rccottred from him it shall be recovered from the firm. 

As rej: ir/s s»/icr*/ax.— A registered firm as such is not liable to super* 
tax* The share of each partner in the firm’s income IS added on to his other 
income, and he is then individually assessed to super tax. 

Set-off and earryforvard.— -The loss of registered firm is m the first 
instance to be ^etofl against its own income, and (hen the balance of the loss 
allocated between the partners, each of whom can set off his share of the firm's 
loss against his ether income in the current year or can carry it forward as a 
business loss under section 24 (2). 
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Wrongdislnhutioit of profits. — 1/ ibe profits of a registered firm Jiavi 
been distributed otherwise than in accordance with the share of the partners as 
shown in the instrument of partnership, and any partner has thereby returned 
income btlow its real amount , the I T.O, can impose penalty under section 
28 (2) on the partner concerned and no refund or other adjustment would be 
claimable by any other partner on this account. 

Sariiei niconie relief. — In the case of a registered firm or a firm treated as 
registered under section 23 (5) (b) of the Act, as the tax is not payable by the 
firm on its own behalf, relief is admissible to the partners by whom tax is 
payable an i who are the assessees Where a registered firm is assessed 
under the second jroviso to section 23(5} (a) m respect of the share of 
income of a non resident partner, the earned income allowance appropriate 
thereto would he admissible in determining the tax payable by the firm on 
behalf of the partner provided the partnei is actively engaged in the conduct 
of the business of the firm 

(b) Assessment of an Unregistered Firm. 

4s regords income lax. — An unregistered firm is assessed like an 
individual according to the amount of its total income. If the total income does 
not exceed Rs 2,500 no income tax is payable. 

The partners are not cntulcd to refund nor are they taxed on the profits 
from an unregistered firm if it has been taxed , but their shares in the profits 
of the unregistered firm are included m thcir 'total income' for fixing the rate 
at which they should pay tax on thcir individual incomes. But if an 
unregistered firm as such pays no tax (its total income not exceeding Rs 2,500] 
the partners arc liable to pay tax on their respective shares along with the tax 
on tneir other incomes 

4$ regards super lax An unregistered firm is also assessed to super tax 
like an individuai, and super tax is not payable by the partners on <hcir 
shares of the firm's income, unless the firm itself is not assessed to super tax. 

Set off aud carry forivard —An unregistered firm as such can set off 
its own loss against its own income, or can carry it forward as a business loss 
under section (2) but a partner of an unregi^crcd firm is not allowed to set 
off his share of the firm's loss against his other income. 

Lflrin.<i I'icowc relic/.— If an unregistered firm is not liable to pay any 
tax because its income is below the taxable minimum, the appropriate earned 
income allowance m respect of his share of profits of the firm would be 
admissablc to any partners who were actively engaged in the conduct of the 
business of the firm. 

(c) An Unregistered Firm (rcafed as Registered. 

Under section 23 (5] (b)anl. T. O. can treat an unregistered nrm as 
registered, i1 more tax \iiicomctax and supertax} would 'tx: payable as a 
registered firm. This is micoded to prevent avoidance of tax by non registration. 

When an unregistered firm has been treated as a registered firm by the 
I, T. O. all the provisions applicable to a registered firm would also apply 
to It. 

AHocaUon of a firm’s Income or loss between the partners. — According 
to section 16 (1) (b). a partner's share of the firm's profit or loss should be 
taken to be any salary, interest, commission or other remuneration payable to 
him by the firm, increased or decreased respectively by his share in the 
b^ance of the profit or loss of the firm. 
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lllastnilotn. 

1. 4 , Band Care equal partners m a iirm whose Profit and Loss 
Account shows a net trading loss of Rs. 3,600 after charging the following: 
fnteren on 4 'sLoan Rs. 2.000; B s safarjr Rs. 1.000; and Cs commis«ion 
Rs. 1.60a 

What 15 the total income of the tirm and how would you divide it between 
the partners ? 

Interest on 4 '^ Lean 
B‘s salary 
C's comnsi'sioo 


2.0C0 

1.000 

1.600 


4.600 


Net Loss as per P. and L. account 


3,600 

Total income of the firm 

Rs 

1,000 

AQocatloa between (he partner*. 



A 

Interest co Loan 2,000 

Salary — 

Commission — 

Balance -1,200 

B 

1,000 

-1^00 

c 

1,600 

-1500 

Rs. 800 

-200 

400 


2. A. B and C arc in partnership sharing J and i respectively. The 
following 15 the P. & L. \ccount of the firm. 




Gross Proiiis 

i 

... 2.10,000 






... 8,280 

".I 91.800 1 



_ 



Rs. 2,10/XO 


Find out the taxable profits of the firm and allocate them betwe en the 
partnets. 

Gross Profit as per P. & L, Account. 2.10,000 

Ltss Trade Expenses 58.920 

Bad Debts 2.400 61.330 

Total income of the firm Rs. 148,680 
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Allocation between partners. 

A 

B 

C 

Intercut on Loan 

1,800 



— 

Salary 

\8POO 

12,000 

— 

Interest r>n Capital 

6000 

7,200 

3,600 

Balance 

50 040 

33,360 

16,680 


Rs 75,840 

52,560 

20,280 


3. A and B are equal paRners id a registered firm whose Profit & Loss 
Account for the year 1946 is as follows 





Rs. 

Business Expenses 

6.000 

Gross Profit 

10,800 

Interest on Capital \ 

2.000 

Interest on securities 

1,320 

B 

1,000 

Net Loss : A 

990 

Salary to A 

1.200 

B 

990 

Commission to A 

1.500 



Clunty 

500 



Bad Debts 

„ 900 



Bad Debts Reserve 

1000 




14100 


14.100 


CalcaUte the total income of the firm and allocatt it between the 
partners. 



Rs. 

Profit & Loss Aoconot 

10,800 

eases 6,000 


900 

6,900 

Taxable income from business 

3 900 

Interest on securities 

1,920 

Firm's total income 

5,820 


Thi« will be allocated between A and B thus 


B 

Rs. 


Interest on Capital 


2,000 

1,000 

Salary 

... 

1.200 

i — 

Commission 


1.500 

— 

Balance 


-900 

-500 



3,800 

100 

Interest on securities 

— 

960 

\ 

960 



4 760 

1,060 


(d; Change In the constitution of a firm 

Section 25 1) provides that where a change has occurred in the constitu 
ion of a firm or where a firm has been newly constituted, the assessment is to 
be made upon the firm as constituted at the time the assessment is made, bnt 
the profits are to be apportioned among the persons who were partners in the 
previous year and not among the partners entitled to the profits at the time of 




a'^cssment, Thos each partner is UxcJ onlj in respea of the profit to which 
he was actually en'ilfed m the previons year. 

If, howener, the tax assessed apon a partner cannot be recovered from 
him it sliall be recovered from Uie firm as consatn'ed at the time of making 
the assessment. 

Farther, where a change has occurred m the constimtion of a firm, only 
the person actually lacnmng the loss is entitled to set u off agains* hts ocome. 

(e) Dissolotion ol a (irci 

Where a bnsiness belonging to a firm is discontinued, section 44 provides 
ibat die persons nho were members of the fire on the date of sach disconii 
nuance are jointly and severally liable to any tax doe from the firm 

6 Other associations of persons. 

The word assoc ation simplv means a groQp. \n association of person 
(no oeing a company or firm or Hmda aodivided family or a local antliority) 
IS an association of companies firms and other bodies of mdisidoals e. g , a 
chamber of commerce, a clnb etci 

An association of persons is assessed to income-tax and soper tax exactly 
m the same waj as an mdividnal 

Bot where a bttsisess belonging to aa association of persons is discoo 
tinned or when an association of persons is dissolved, section 44 provides that 
the persons who were mem^rs of soch association on the date of soch disean 
tinoa&ce or the date of dissolnuon are joiotjj and severally liable to any tax 
doe from the associa&oo. 

7. doardlaos, Trssteea etc 

Section 40 makes the gnardtan, tms'ee or agent of a minor, Innatic, tdiot 
or a non resident liable to I'e assess'^ on any income which such guardian, 
trustee, or agent is enti'Ied to receive on behalf of the beneficiaries concerned, 
i\hile «cction 41 makes the Conn of Wards the Admmistrator-General, the 
Official Trustee, etc., appointed t>y or under the orders of a Conrtorany 
trustee appointed under a dnly cxecned trust deed liable to be assc ed on 
the income which snch Coorts of Wards, ex,, are entitled to receive on behalf 
<f bcocficianes. 

Uodef either section the liability to assessment is to be m the same 
mannir and to the same extent as it would have been had the assessment been 
made on the beneficiarj . 

The proviso to section 40 provides (as an alternative) for direct assess 
men! of a beneficiary who is a nonresident, while section 41(2) gives the 
Income Tax Officer the right to assess the beneficiaries direct notwithstanding 
die sobstan ive provisions of this section. Whilst ihe amount of tax payable 
IS not agected, u will freqnenily be more convenient, particularly where a 
beneficiary has other im-onie, for the assessment to be made on him and not 
on the trustee. 

Where a trust does no* define the shares of the beneficianes the tax ts 
leviable and recoverable at the maximom rate. 

Where any property (in the widest sense and inclodmg a business) is 
ln.ld under trns*, the oivnier of that property, for the pnrposes of the Income- 
Ta> Act is the beneficiary snd the income js the income of the beneficiary. 
1 he Act does not permi of doable taxatiim in the case of trusts, and again lO 
the hands of a beneficiary. 
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Test Questions. 

1* How IS a Hmdu andivided family assessed to tax ? Compare the 
assessment of a Hindu undivided family with that of an unregistered hrm. 

2. Write a short essay on "The Taxation of a Company". 

3. What are the provisions of law designed to prevent the avoidance 
of super tax by the shareholders of a company ? 

4 Under what circumstances can the Income Tax Officer assess the 
income of certain companies in the hands of the shareholders although m fact 
no divided may have been actually distriboted by those companies ? 
in your opinion, has this provision been made under section 23 A of the 
Income Tax Act ? (Agm t/. Cow. 1947) 

5. How would you make assessment lo the following case ? X is a 
non resident partner of a registered firm. His share from the hrm is Rs. 10,000. 
His other income in British India is Rs. 6,000. He is the subject of an Indian 
State in which his income is Rs. 20,000. 

6 What IS a company under the Indian Income Tax Act ? Do ihe 
Income Tax Act and the Finance Act 1946 make any distinction in the assess 
ment of a public and a private company ? If so, what ? Wliat is the 
criterion laid [down for determining whether a company is a public or a 
private company ? 

7. Xi Yi Z, has been assessed as a registered firm and the appropriate 
share allocated for direct assessment in the partners’ hands. In assessing the 
partners « IS found that Y‘s share was actnally credited in the Bank account 
of X and that Z was not really a partner. Is it to the Inci me-Tax Officer to 
cancel registration and to reallocate the shares properly ? 

8. What IS a registered firm according to the Indian Income Tax law, 
and how is registration effected ? What is the difference between the taxation 
of registered and anregiscered firms (Agra B, Com, 1046). 

9. A firm having two equal partners A and B suffered a loss of 
Rs 30 000 during I's accounting year coded 31st March 1946. as under 

Business profits after paying interest 

of Rs 10,000 to partner A on his capital Rs. 50,000 

Loss from a leasehold pioperty 80,000 

Met loss 30 000 

Partner A had doring that year an income of Rs. 25 000 from house 
property and partner B who had no income Uiat year claimed a loss of 
Rs. 10,000 brought forward from the preceding year from bis individual 
cloth business which was closed on 3lst March 

Compute the total income of each partner assuming the firm to be 
(i) Registered. 

(uj Not registered; nor assessable under section 23 (5) (b) ol the 
Income tax Act m the manner applicable to registered firm. 

f/noom< Tax Deparimtntal Bxam, 1946/. 



CH\PTER 18. 

NON-RESIDEN'TS 

As stated in Chapter 2 a non resident is taxed on all his income accru 
in^, arising or received in British India or deemed to accrue, arise or to be 
received m British India. Section 42 (1) lays do«n that all incomes, profits or 
gdins accruing or arising ihrongh or from any busmas connection, properly, 
asset or source of income m British India, or throngh or from any money lent 
at tnterest and brought into Brthsh India m cash or in Lind or any capital 
gams made in Briti^ India shall be deemed to accrue or arise in British 
India. 

That IS to say, a non resident is liable to tax in respect of that income 
which arises m a primary sense m British India, e^en thoogh it may technical 
ly arise abroad becaoce it is payable abroad, e. salary payable abroad but 
earned in Bnush India, or interest on loan from a nonresident brought into 
British India though the interest may be payable abroad, or that part of a 
dividend paid abroad which IS derived from profits taxed in British India, 
TTie only exception is that provided in Explanation 2 of section 4 ( 1 ) for 
pensions payable without India (not British India' 

It should be noted tliat if a nonresident has a business connection lO 
British India, he is taxable only m respcaof that part of the profit made oat of 
the connection which is attnbnub'e to the operations to British India. Thus, if 
a non resident's bosiness consists of buy ng goods m British Inoia and selling 
them in a foreign country, be will be assessable (either directly or through an 
agent) only in respect of that pan of the profit which is attributable to the boy 
mg operations. If. on the other hand, the business consists of buying goods 
abroad and selling them m British India, the full profits arise in Bnush India 
and are taxable, oecaose the profits have been created by sales and die sales 
have taVen place in British India. 

Indian brandies of non resident firms are liable to assessment, and m 
order to secure an accurate assessment in such cases the 1. T. O. requires the 
prodocion of the profits aud loss account and balance sheet of the firm as a 
whole m addition to that of the Indian branch, and also the submission of a 
detailed statement of all the profits credited to the head office on account of 
transactions carried out on its behalf. Where, however, owing to faulty book 
keeping, the profits of the Indian branch cannot be gauged accurately, the 
L T. O* has vide powers to determine how the profits of the Indian branch 
should be calculated. He can fix as the income of the Indian branch for 
assessment purposes either a pcrceo’age of the tnmover of the business done 
by the branch or, where this procedore proves unsuitable, an amount which 
bears the same proportion 'o the total profits of the business as Uie Indian 
receipts bear to the total receipts of the business, or in such other manner as 
he deems suitable. 

Indian agents of non resident firms of which they are not technically 
either branches or subsidiary firms are liable on account of their pnncipals 
for the payment of tax on their principals' Indian profits. The profits of a non 
resident are not taxable if the tasiness operations in which he is engaged 
consist entirely of trading sciih British India as distinct from trading eidier 
wholly or partully in British India. For example— 
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1. A distiller m Glasgow sells wliisky direct to a, an importer In 
Bombay. The relationship is that of principal and principal and not that of 
principal and agont. Moreover as the distiller has no agent or connection in 
British India he must be treated as trading v ilh British India, 

2. A, an Indian resident and a large supplier of ^mtll stores, has a 
monopoly for the sale in India of the belting of a non resident U. A is paid 
commission by B on all orders executed. So long as /J exercises any control 
over the pricing of the goods or the method by which his a?ent A conducts 
the business, he must be deemed to have a business connection in British 
India and is assessable accordingly either direct or through an agent. 

3 If on the other hand B sends the goods to A for sale at the best prices 
obtainable, A undertaking for a commission to sell entirely at his own discret 
ion (how he likes and to whom he likes) and A bearing ai y bad debts, then B 
IS really trading with British India. 

4 A IS the Indian agent for hardware and sundries of B a British 
manufacturer. A receives salary and commission from B and bad debts fall 
on B Here B is actually trading tn British India through his employee, and 
quite clearly he is liable to tax either directly or through any person including 
his employee A) who may be deemed to be hia agent. 

Mode of assessment. The assessment of a non resident may be made 
eithe* in his own name or in the name of his agent and in the latter case 
such agent shall be deemed to be the assessce in respect of such incoae-taar. 

Agenta (or nonresidents — Section 43 contemplates three classes of 
persons who may be treated as agents of a non resident 

(i) Any person employed by a non resident , 

(k) ^Dy person having a business connection with the non resident , 
and 

(ill) Any person through or from whom the non resident is m receipt of 
any income* 

But the I T. 0. must serve on the resident person a notice of his inten 
tion of treating such person as the agent of a non resident tlius giving him an 
opportunity of being heard as to ins lidbility and if the resid^tit person treated 
by the I T. O as the agent ol a non resident is dissatisfied with the 1 T. O s 
order, he lias the right to appeal, 

iVofr —A broker who is carryiUR on ordinary broking business //irong/i 
non resident brokers cannot be deemed in igent in respect oi 'uch transactions 
The foreign principal is of couiee liable to tax m respect of profit made in 
British India , and while the broker cannot be appointed as agent, the non* 
resident principal would be assessed direct, imt is my peisun resident in Britisii 
India relieve ) fiom the responsibility of deducting tax under section 18 (3A) in 
all cases iti winch hat subsection is app icable 

Capital gams arismg from sale of capital assets in British India will be 
deemed lo be income accruing or ai isuig m British India, Under section 43, 
a person to whom a non resident sells after 28th February 1947, his capita] 
asset ID British India, shall be treated as his agent. Such a person shall be 
deemed to have a business connection witli such person residing out of 
British India. 

When a person lias been treated as the agent of a non resident for par 
poses of incoire tax, he has a right to deduct from payments to the non resident 
the tax which he estimates he will liave to pay over on the profits made m 
British India by the nonresident. If the non-resident principal and the 
resident agent cannot agree on the estimated amount to be retained, the 
resident person can get a certificate from the I. T. O. of the amount which is 
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considered reasonable to be retained pendme eettlemem of the maper, and 
if he obtains “Tich certificate he wJJ not be liable to pay tax as ajem for any 
greater sum- 

Deduction o! tax from payments fo non-residents — As already explained 
in Chapter 14, ux mas* be dedn-ned from all payments to non residents of 
salary, interes*, royalty, commission or ay oJier sum chargeable to ux, and 
the tax so deducted mast be paid or r to ttovernmen* \S^ere the amount m 
question is payable abroad (so that the payer tn British India cannot under his 
coKract dedua Indian tax) no allowance is to be given (or the payment m the 
assessment of the income of the payer But m all cases the salary or intere«t 
or o’her snm mast be chargeable to tax, raherwtse no question of deduction 
of tax, or disallowance m the payer s account arises. 

Determination of tax payable by non residents — Section 17 (1) lays dorra 
the basis on which the Ux is calculated on a non resident's income which is 
diargeabl& For this purpose non residents are divided into (i) British subjects, 
mclndiDg subjects of Indian Sta’es or States in Burma or of any part of the 
British Domuuons or Colonies , and (n) all other non residents. For both these 
cla«ses of non residents the amonnt of tax is deiennmed as follow s : — 

1. The rate of income-tax for British non resident is compnted by 
reference to lus “total world mcome* (u e., the whole of his income wherever 
arismg but derived from sources to which the Act applies) S o tax is hovcvert 
payable i/ the total world income does not exceed Fs. 2$500 except in the case 
oj a non resident company to a./iic/i this etempiton ttinif of R%» 2,500 is not 
applicable* 

2. A non Bnusb non res dent pays iDco!se>tax at the maxinmin rate, 
however small his total mcome may be. He is not entitled to the benefit of 
the exemption limit of Rs. 2,500. Thus it hi$ income arising m British India 
IS Rs. 500 only he will pay income .ax ar the rate of 60 pics per rupee. 

3. The «nper tax payable by any nonresident— British or non Brruh— 
IS computed ty reference to bis total world income. 

Recovery of tax. — \\'herc the ux payable by a non resident has not been 
deducted at source or where there is no resident agent from whom it may be 
recovered, any arrears of tax may tc lecovered frnn any assets of the non 
resident whi^ are or may at any time come within BriU’^h India. There is no 
ItmeUmit to such recoiery* 

' Doable taxation relief. — In many cases a non resident pays tax twice on 
certain portions of his income — m his own country as well as in British India 
Therefore to afford «iome relief in sodi cases, there arc arrangements for 
doable taxation relief with the U. K , Burma, Ceylon. Aden and certam Indian 
Suics, so that the whole burden of tax on the foreign income does not fall 
npcuj ibe assesses. 

The provisions govenung double taxation relief, which are very compli 
cated, are contained in sections 49 to 49 D. 

lUastratioQ. 

A IS resident of tiie Gwalior State On 1st April 1943 he purchased 
house property wonh Rs. 2,00 000 in Agra, He also advanced a snm of 
Rs. 1,00 000 to an Agra firm on the same day at 5®^ per annum interess. The 
propony fetches him an income of Rs. 1,000 per month as rent. 

.•\ccorduig to the instructions of A, the rent and interest doe to him are 
remitted by the tenants and the Agra firm direct to him a: Gwalior. When 
required to «ubmit his re*um for purposes of income-tax assessment, \ denies 
his liability to ux on the ground that the mcome is received by him direct m 
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the Stale \nd the money was also advanced by him m the State and that he 
has no business connection in British India 

How will you proceed with the assessment of A and how can the tax, if 
any, levied on him be recovered ? (Afirn M. Com. 1946 ) 

A IS a non resident but his British Indian income liable to tax is 
Rs. 15,000 — Rs. 10000 from propeny (Rs 12.000 rent minus one-sixth 
allowance for repairs) and Rs« 5000 from interest A's assessment may be 
made either in his own name or in the name of liis agent through whom he 
has received the rent and interest. 

Tlic Income Tax Officer must serve on the resident person a notice of 
his intention of treating such person as the agent of A, thus giving him an 
opportnnicy of being heard as to his liability 

The person treated as the agent of A for purposes of income tax has a 
right to deduct irum payments o A the amount of tax which he estimates he 
will have to pay over on A's British Indian income. 

As A is a British non resident he will pay both income tax and super- 
tax at the average rates of income tax and super lax applicable to his total 
world iricomL. 

When the tax payable by \ has not been deducted at source or when 
there is no resident agent from whom it may be recovered, any arrears of 
tax can be recovered from any assets of the nonresident which arc or mav 
at any time come withi i British India. There is no time limit to suen 
recovery 


Test Questloni. 

1. Which income of a nun resident is liable to tax in British India ? 

2. How is the amoun of income Ux and super tax payable by a non 
resident calculated i 

d. Under what circumstances can a person be appointed as the agent of 
a non resident principal (' In examining the accounts of a broker m British 
India a number of payments made to a New Vork broker on account of 
speculation profits arc noticed What steps, if any, would you take either to 
assess such profits or to recover Xrom ihc ^/cr the tax that in your view ought 
to have bi-cn deducted under section 18 (dA) 1 

4. How will you determine the income tax and super tax liability in 
the following cases ? — 

(a) A non resident British subject with income both within and without 

Dnush India , 

(b) A nun resident British subject with Indian income and foreign loss , 

/c.) An individual with sliarc in an unregistered firm assessed to income- 

tax only but not to super tax. 



CHAFTER 19. 

ASSESSMEA’TS (1) 

The I. T. O. IS the as^sof. He makes the assessment The term 
as^es^meot means the OetertnmahoQ of ^^1 income of an assessec and 

(6) the amount of tax payable by, or refimdablc to, him. The assessment 
pToccedicjs are miuaied wjth the Retom of Tc^ Income to be filed by the 
assessec. 

Refaro of Total facotne — .Seciion 23 (1) requires an I. T. O. to publish 
general no'ices in the press calling npon every person wuhin his jorisdiciion to 
make a re'urn of his total n-ome exceeding ^ 2500 in the previous year. 
He IS also to send an i^ividnal nonce, onder Section 22 (2) to every person 
srhom be believes to have an income liable to assse^ment. 

The return of total income is tu be made m a prescribed form, a copy of 
which can be obtained from the Income-Tax Office, 

Pailore to famish the return of income without reasonable cause involves 
a penal’y «hidi can be as modi as one and half times the tax payable — to be 
paid in addmcQ to the tax itself. Bot no penalty can be imposed on an 
asecssee whose tcxal income is less than Rs. 3,500 or noon the agent of a non 
resident ooless he has been served with an individual notice. 

If a person has received an todividoal nuicc to make a return ba» 
refuses to do so, a peaiUf up to Rs. can be imposed upon bus if he proves 
that his tmal income is less tun Rs. 2500. 

The Aesetament 

Section 23. ondcr wbidi assessments arc made, cootemf^ates three kinds 
of assessments : 

1. ^Vhefe the L T. O. ts ^atisfi^ that the return of income is correct 
and compIe*e, be assesses the total income of the assessee and dreriaines ffie 
amount of .ax on the ba«is cf sudt return. 

2. Where the remm of income is believed to be mcomplee and the 
as'cssmcnl is made after an enquiry, the next s'ep tu be taken by the L T O. 
IS the service of a octice under section 23 (2) on the assessec requiring him on 
a dale therein specified eiffier to attend at 6e Income-Tax Office or to prtxJucc 
any evidence m support of his return. If the L T, O. wishes the assesse to 
attend personally he can issis: on this ty issuing an order under section 37. 

Under section 22 (4) the L T. O. can also call upon any person who has 
made a return to prodoce sudi accouuts and documents as he may require, 
but tlie L T. O. cannot call npon an assessec to produce books of account going 
back for a period of more than three years prior to the previous year on the 
pTof^s cf which the assessment zs basm 

3. Where ihcTc IS a "best radgmeni assessment' (i. e., an assessment 
made by the L T. O, to the best of bis yudgmem) whxh has to be made in three 
cases . 

(а) Where the assessec has faded to make a return of income as required 

byatxrice under section 22 <2} and has not made a return ur a 
rei t<ed return under setfioo 22 (3) : 

(б) Where he has faded to comply with a oVicc for production of 

accoun's under section 22 (4) , or 
196 
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(c) Where he has failed to comply with a notice for attendance or produc 
Uon of evidence under section 23 (2). 

Assessces have now two remedies against the best judgment assessments; 
(i) 3 right to apply to the I, T* O for the cancellation of assessment under 
section 27 and (n) a right of appeal to the Appellate Assistant Commissioner 
under section 30. 

When there is a best judgment assessment, the assessee may also be 
liable to a penally amounting to IJ times the tax payable (in addition to the 
tax itself) , but the penalty cannot be imposed ly the I. T. O. without the 
previons sanction of the Inspecting Assistant Commissioner. 

The right of appeal gives to the assesses a remedy where the I. T. O. has 
been grossly unfair , and if an assessee year after vear fails to send in a return 
of income or to furnish the information called for. he will be liable to a penalty 
unless Ills failure has been due to some reasonable cause. 

Notice of demand — When an assessment on a person has been made the 
I T. 0. serves upon him, under section 29, a notice specifying the amount 
payable and the date by which the payment is to be made, and this notice is 
accompanied by a copy of the assessment. 

Mode of recovery. — ^If there js default in paying the tax within the time 
prescribed, the I. T. O. is empowered by section 46 to levy a penalty , and in 
case of continued default the penalty may bt enhanced from time to time, but 
the total penalty should not exceed the amount of aTtcars, An appeal can be 
preferred from an order imposing a penalty under this section provided the 
tax iQ arrears is paid. 

Arrears of tax can be recovered through the Collector as if they were 
arrears of land revenue , and ir case of salaries arrears of tax may be 
recovered by requiring the person paying salaries to deduct the arrears due 
from the salary of the employee. 

No proceedings for recovery of arrears of tax or any sum payable under 
the Act s^ll be commenced after ihe expiry of oiii. y<-ii Irum the last day of 
the nnancial year in which the demand is made. 

Penalties, — The penalty provisions of the Act arc contained in the follow 
iiJg sections — 

Section 25 (2) — When any business, profession or vocation on which tax 
was not at any time charged under the Indian Income-Tax Act of 1913) is 
discontinued in any year, the proprietor must give notice of such disconlinu 
ance to the I. T, O. within 15 days thereof. On default the 1. T, O. may impose 
a penalty not exceeding (he amount of lax subsequently assessed in respect of 
the prodts of such business up to Uic date of its discontinuance. 

2. Secitoii 28 — Under (his section the 1 T. O. (with the previous appro 
val of the Inspecting Assistant Commissioner), the Appellate Assistant 
Commissioner or the Commissioner, may impose penalties on the assessecs on 
the following grounds — 

(a) If the assessee has without reasonable cause failed to furnish a return 

under section 22 (1) or (2) or section 34, or has not hied it within the 
prescribed time or in the prescribed manner. 

(b) If he has without reasonable cause failed to comply with a notice for 

production of accounts under sec ion 22 (4) or for attendance or 
prooucnon of evidence under section 23 {2), or 

(c) If he has concealed particulars of his income. 

Note, — No penalty can be imposed for failure to furnish the return of 
income on an assessee when bis total income is less than Rs, 3,500 or on the 
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ageni of a ncn resident "in tndixidual notice beenserief upon him 

under «ection 22(2). 

In the case of failare to (armsh a proper rccom the {na\tmam pcoalty 
that can be infljc'ed 1« 31 times the tax paynbJe by tljc asscssec , in c^icr cases 
the maximum amount of the penalty is 1| times the amount of tax which 
nould have been avoided if the income returned had been accepted as 
correct. 

If the profits of a regutered firm are improperly distributed so as to 
return the income of any partner below the teal amount, and if any partner of 
a registered firm returns his income below the real amount, a pena!^ of li 
times the amount of tax which would have biHo avoided if his return had 
been accepted as correct may be imposed and no rcinnd or other adjustment 
can be claimed by any other partner b> rcasjn of this prccedure. 

3. StctioMs44 C .i»j f 44 F — \ cry heavy penalties are imposed for 
failure to comply with i. T. 0.*s demands for information m respect of certain 
artificial transactions in securities ikoown as bond washing) earned out by 
asscssees with a view to avoidance of ux. In such a case the penalty can be 
as much as Rs. SOO per day so long as the default conttnues, 

4 Section 46 ' f) — When there is a defauh m paying the tax within 
the time fixed, I, T. 0 maj impose a penal^ which may be enhanced from 
time to time, bo* die total penal y should not exceed the amount of arrears. 

Cempositlen— If a person knowingly makes a false dec'aration in any 
docotnent filed onder the ket, he shall 1^ punishable, under section 52, on 
conviction before a magistrate, With simple imprisonment which may extend 
to Six months or with fine which may extend to Rs. 1,000 or with bouu 

But under section 53 (2) the Inspecting Assistant Commissioner may 
citlicr before or after tlio insiitotion of proceedings compound any such 
offence. 


How to Prepare the Assessment. 

(a) Residents. 

In prepating the assessment of a resident, the following four successive 
steps have to be taken » — 

I. Compute the total income as explained m Chapter 13. Add up the 
various amounts of tax already deducted or otherwise paid .at source. Then 
ascertain the taxable lecome by deducting from the total income the amount of 
eatned income allowance, if an). 

II. Calculate she amount of mcomc'ax on die taxable income minus 
thecapital gams at the rates mentioned m the Indian Finance Act and also 
calculate the mcome.tax on the capital gams at the rates mentioned m Chapter 
S, and add the two amounts together, thus ascertaining the total amount of 
income-tax chargeable on the total mcomcr Tlicn work out theatenigeof 
income-tax in pies per rupee to two decimal (daces 

Calculate --uper-tax on the total income minus the capital gams, and 
work out the average rate of super tax in pie^ per rupee to tw o decimal places, 
if necessary , and this will be necessary only m the case of an ordinary 
resident who has any unremitted Indian Stale income. Where the total 
income consists of partly earned income and partly nnearned income, the 
super tax on the total income w lU be the total of the following amounts . — 

(a) Super tax on the earned income proportionate to the supef'^ax on 
the total income assuming the total income to be wholly earned 
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(b) Soper tax on the unearned tocorae proportionate to the super-tax 
on the total income assaming the total income to be wholly 
unearned- 

ill, Ascertain the amount of income exempt from income tax and/or 
super-tax, and calculate the amount of income tax or super tax relief thereon 
at the average rate of income-tax and super tax. 

IV. From the gross amonnt of income tax and super tax as computed 
m the second step above deduct. 

(a) the amount of tax already collected at source , 

(b) the amount of relief on exempted income , and 

(c) the amount of doable taxation relief (tf any) m respect of foreign 

income. 

The balance will then be the net amount of tax payable or refundable. 
Finally add the amount of penalty, if any, imp(>scd upon the asscssce, and 
thus arrive at the total sum payable or refuiulable. t 

(b) Non-residents. 

Compute the total income and the total world income as explained in 
Chapter 13 , add up the various amounts of tax already deducted or other 
wise paid at source , and ascenam the uxablc income by deducting from the 
total income the amount of earned income allowance, if any. Then find 
out whether the assessee is a Briush non resident or a non British non 
resident 

A British non resident IS not liable to pay tax il his total world income 
does not exceed Rs. 2,500. 

In the ca«e of British non residents, calcalace the gross amount of income 
tax on the total world income as reduced by the earned income allowance 
and capital gams, if any anl calculate income tax cn the capital gams. The 
total of these two amounts will oe the gross income tax on the total world 
income. Then find out the average rate of income tax m pies per rupee to 
two decimal places. Calculate also the supertax on the total world income 
as reduced by capital gams (if any), as tf ti were t/ic total tneome, bearing 
in mind the differentiation between the earned and unearned tneome for 
super-tax purposes Work ont the average rale of super tax m pies per 
rupee to two decimal places. 

Then compute the gross amount of income tax chargeable on the total 
income minus the earned income allowance and tlie capital gams at the 
average race of income tax as calculated above and add to it the income tax 
calculated on the capital gams. Also find out the gross amount of super-tax 
chargeable on the total income minus the capital gams at the average rate of 
super tax as calculated above. 

In the case of non British oonresideiUs {who are liable to pay tax 
whatever the amount of their total income taav be) ascertain the gross amount 
of income tax on the total income minus the earned income allowance and the 
capital gams at the maximum rate of income tax, adding thereto the income 
tax on the capital gams. The gross amount of super tax will be calculated in 
the same way as in the case of British non residents 

Then proceed m the same way as for residents until you get the total 
sum payable or refundable. 

Itlostratlons, 

1 . Take the illustration given in Chapter 13, and then prepare the 
assessment (a) when the assessee is resident ordinanI> resilient, and (b) when 
the assessee is a resident not ordinarily resident. 
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Aisesament lor 1947-48. 

(•) \Vlien the atsessee Is a resident ordinarlty reslrfenf. 

Income or 
Loss 
Rs. 

1. Total income (as compated in 

Chapter 13) 77,500 

Less Earned income allowance on 

salary 2,200 

Taxable Income 75,200 


l(. Gross amoont of income tax chargeable on Rs. 55,200, 
(Rs. 75.200- Rs, 20.000 capiul gams) 

Gross amount of income tax chargeable Rs, 5,000 
capita) gams 


^verage rale of income tax 37*32 pies) 

Gross amoont of super tax chargeable on 57,500 
(i. e.. Rs. 77,500-Rs. 20,000capital gams) as 
explained in a note below 
(Average rate of super tax 27*34 pics. 

Total gross tax 


If), Income exempt from income tax : 

Tax free interest on securities 500 

Life insurance premiams 6,000 

Shares of profits from an anregis 
tered firm 5,000 

Indian State income 12,000 

23.500 

Income exempt from super tax : 

Indian State income 12,000 

Amount of income-tax relief 
Amoont of super tax relief 


IV. Gross amount of tax chargeable on total income 

Less Tax already collected at source l,2t3 12 0 
Relief on exempted income 6,337 ]2 0 
Double Taxaiioo relief (ignored) -- 


Add Penalty if any 

Amount of ux payable Rs. 
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Tax already 
collected 

Rs. a. p. 

1.243 12 0 


14.500 0 0 
3)2 8 0 
14,812 8 0 

8,187 8 0 
23,000 0 0 


4,629 0 0 
1,708 12 0 

6,337 12 O” 
23000 0 0 

7,531 8 0 

15,418 8 0 
Nil 

15,418 8 0 
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Notes, 

1. The amount of tax collected at soum is arrived at as follows : — 

(a) From salary 743 12 0 

(b) From interest oa securities 312 8 0 

(c) From dividends 187 8 0 

1,243_12_0 


2 As the total incotre includes income from salary, interest on securi 
ties and dividends amounting in all to Rs. 13,600 (from which tax has been 
collected at source), the amount of income-tax (hereon will be proportionate to 
the amount of income tax on the tcul income of Rs, 55.200 at the rates of 
income tax in force in the assessment yeai 1946-47, i. e., the year m which 
the tax was actually collected , but the income tax on the rest of the income 
namely, Rs. 41,600 will be proportionate to the amount of income-tax 
on the total income of Rs. 55 200 at the rate of income-tax m force in the 
assessment year 1947-48 but as the rams of income tax m both these assessment 
years are the same, this provision does not affect the calcnlation of gross 
income tax. 


3. The super tax on the total income, which consist partly of earned 
income and partly of unearned income, has l^en computed as follows : — 


(a) The super tax on the earned income of Rs. 11,500 will be proper* 
tiooate to the super-tax ou the total income Rs. 57,500 assuming 


it to be wholly earned vi*.- 

On Rs. 25.000 Nil 

On Rs. 5.000 at 2 annas per mpee 625 0 0 

On Rs. 5, OCO at 2i annas pir rupee 781 4 0 

On Rs. 10.000 at 3 annas per rupee 1,875 0 0 

On Rs. 10,000 at 4 annas per rupee 2,500 0 0 

On lU. 2,500 at 5 annas per rupee 781 4 0 


On Rs. 57.500 


Rs. 6,562 8 0 


Therefore the ptopomonate amount of super-tax on Rs. 11,500 will be 
Rs. 1,312 S-a 


lb) The super tax on the unearned income of Rs. 46,000 will be propor- 
tionate to the super tax on the total income of Rs. 57,500 assuming 


It to be wholly unearned, viz. 

On Rs. 25,000 Nd 

On Rs, 5,000 at 3 aunas per rupee 937 8 0 

On Rs. 5,000 at 3) annas per rupee 1,093 12 0 

On Rs. 10,000 at 4 annas per rupee 2.500 0 0 

On Rs. 10 000 at 5 annas per rupee 3,125 0 0 

On Rs. 2 500 at 6 annas per rupee 937 8 0 


On Rs, 57.500 


Rs 8,593 12 0 


Therefore the proportioi.ate amonnt of super tax on Rs. 46,000 will be 
Rs. 6,875. 

Hence, the total amount of super tax on Rs. 57,500 will > e Rs. 8,187.8-0. 
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(b) Wbtn the assessee Is a resident aot ordlnarliy resident 

Income or 
Loss 
Rs. 

I. Total income (as computed in 

Chapter 13) 63,500 

Less Earned income allowance on 

s^ary 23X) 

61,200 


Tax already 
Collected 
Rs. a. p. 

l,24d 12 0 


II. Gross amonnt of income*ax charccabte on Rs. 41,200 


(Rs. 61,20(^Rs. 20,000 capital gains) 

Gross amount of mcomc-tax chargeab’e on Rs. 5,000 

10.125 

0 

0 

capital gams 

312 

8 

0 


10,437 

8 

0 

(Average rate of locomc-tax 32‘74 pies) 

Gross amount of super tax chargeable on Rs. 43,500 




{i. e„ Rs. 63,500-Rs, 20.000 capital gams) 

3R50 

9 

0 

Total gross tax 

14,288 

1 

0 


III. Income exempt from income-tax 

Tax free interest on securities 500 

Life iQsaraoce premtams 6,000 

Shares of profits from an unregis- 
tered firm 5,000 

11,500 

Amount of income-tax relief ... 1,961 0 0 


IV. Gross amount of tax chargeable on total income 

Z.«ss Tax already collect)^ at source 1,243 12 0 
Relief on exempted tncoine 1,961 0 0 
I>3ablc Taxation relief (ignored) — 


14,288 1 0 
3,204 12 0 


Add Penalty, if any 


11,083 5 0 
NU 


Arupunl of tax payable Rs U,£B3 5 0 


2. S. a retired emp]o}ee of the Government of India and an ordinary 
resident, makes a retorn of his income of the year ended 
showing the following incomes : — 

Interest on lax free government securities 
L/jf Bank collecting commission ... 

Interest paid to a bank with which the securities 
arc mortgaged for a loan taken for purchastog 
the securities ... ... 

Brokerage paid for «ecnrmg ihe above loan 


31st Mari^ 

1W7 

Rs. 

Rs. 

25 

5,000 

3,500 

175 

3,700 
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Dividend received in British India from a company 
in an Indian State, earning its entire income in 
that state, bat 50'’/o of income was derived from 
agriculture . ^ 2,700 

Pension at Rs. 100 p. m. for 8 months ... 800 

(It IS explained that the balance of the pension 
was received by him in Ceylon where he had 
gone for a change, the Government of India 
having agreed tn send the pension to him there. 

It IS claimed that since the pension was payable 
without India, it is exempt). 

The life insurance premium paid by him is Rs. 1,000 on an endowment 
policy on his owu life, the capital sum assured being Rs, 5,000. 

It was learnt on enquiry that (he asscssec is a partner in a registered 
hrm and that his share of income in that firm during the Arm's trading year 
ended 31st October 1946 was Rs. 8,000. The asscssee’ s wife is also a member 
ot that firm, her share of income during the same year being Rs. 4,000 only, 
but she had already mad'' a return of her own income separately. 

The assessee owns a house property used as his residence, the annual 
letting value of which is Rs. 2,400. 

(a) Compute the assessee's total income. 

(b) What IS the amount of life insurance premium on which the assessee 

IS entitled to relief ? 

(c) Indicate without actual calculations) how the income.tax and super* 

tax are to be calculated. (Inccmt-Tax DtParlminlal Bxam 1945), 


Total Income for the aasessment year 1947-46. 

1. Salary (Pension from Govu of India) 

2 Interest on tax free government securities 
(after deducting Rs. ^ for bank commission 
and Rs. 3,500 for interest on borrowed money) 

3. Property income ! 

Annual value restricted to 10®/o of 
total mcome .. 1,895 

Less one-sixth for repairs ... 315 

4. Business Registered Arm's share 

including his wife’s share . . 

5. Other sources : Dividends 


Rs. 

1.200 


1,475 


1,580 

12.000 

2,700 


Total Income 18,955 

Less Earned income allowance (being one*fifth 
of Rs. 13,200} assumiog tlut Irath S and 
his wife were active partners in the 
Arm ... 2.640 

Taxable Income 16,315 


The amount of life insurance premium on which the assessee is entitled 
to relief is Rs. 500. 

The income-tax payable by the assessee will be calculated as follows : — 
(a) The amount of income tax on salary and interest on securities will 
be proportionate to the income tax on the assessable income at the 
rates applicable in the assessment year 1946-47 ; 
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(6) The amount o( incotncHax on the remainder of the a55cssaWc income 
will 1 x 1 proportionate to the income-tax on the as^sablc income at 
the rates applicable m the assessment year 1W7-48 ; 

(c) The total of the above (a) and (b) will lx the total income-tax payable 

on the assc«sablc income. 

(d) TIic relief of Rs. 500 life prcmiom and R«. 1,473 tax-free interest 
will be given at the average rate of income-tax. 

Test Questions. 

1. Section 22 (1) of the Indian Income-Tax Act lays down that each 
yiar the Income-Tax Officer shall give a public notice requiring every person, 
whose total income during the previous year exceeded the maximum amount 
which IS not clurgeabk to tax. to iomish wt'hin the spcaficd time a return of 
his lota) income and ti tal world income during that year. 

After the alxivc notice, is it als<j necessary that the Income-Tax Ofheer 
should send an individual notice to each assesscc, and, if so, what is the 
advantage of giving public notice i 

Is a person whose incom' exceeds the maximum amount which is not 
chargeable to tax, liable to any penalty (i) tf be does not comply with the 
public ncAicc ; and (ii) if he docs not comply with tlic individual notice too 'i 

Is there any penalty if a person, wbo^c income is below the maximum 
amount which IS not chargeable to tax, docs not comply with the individual 
notice i (4gffl U, Cow 1946) 

2. What is a return of total tncoae, and what information is to be 
disclosed In it? 

3. Explain what you understand by a 'best yidgmcnt assessment’, and 
in what eircomsuoces is such an assessment made ? 

4. Discuss the remedies diat are available to an assesscc on whom a 
best judgment assessment has been made. 

5. Describe, step by step, how you will prepare the assessment of an 
ordinarily resident individual 

6 Point out the disadvantages and die penalties to which tax-jayers 
exfose themselves by making the following defaults 

(j) Failure to ide the return of income ; 

't') Failure in produce the accounts or caher documents called for by the 
Income-Tax Of^cr to verify the correctness of the return ol income, 

(c) Maintaining incompkte accounts widiuat employing any regular 

method of accounting so tliat income, proiits and gams cannot 
properly be deduced diercfrom ; 

(d) Concealing the income ; 

(c) Failure to pay the amount of tax. (<l|ris M. Cam. 1943) 

7. In the examples A and U below arc shown the incomes earned by 
two persons during the year ended 3ist March 1^46. In eacli ease show in 
the aipfopriatc place against each source of income : 

(i) die amount of earned income allowance. 

(ii) the rate of iccomc-lax not in figures but expressed as ’die rale 

applicable to a total income of I<3.. under the Finance Act’ 

1943 or 1946 as the ease may be. 

(ill) the ra'c of supertax expressed as above* 

Source of Income Amount 


A. 

Salary \ 

Rs. 28,000 


Business 

36J300 


Interest on securities 

12.000 

a 

Salary 

Rs. 12,000 


Profession 

6fi00 


Dividend 

10,000 


(/ncama-Tax D<^rfm«Htai Exam, 1946 . 
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ASSESSMENTS. (2) 

A number of other importaot matters connected with as cssiuetit are 
briefly explained in this chapter. 

1 Assessment of temporary residents. Under section 24 A. which is 
designed to bring temporary residents such as touring theatrical companies, 
etc., under assessment when it appears to nr I T O that a person may leave 
India during the current year or shortly niter its expiry and may not return, 
the 1. T. O, may serve a notice upon him requiring to furnish a return of his 
total income for each of the compete 1 previous years from the period from 
the expiry of the last previous year for which he has been assessed, or wh^’ro 
he lias not been previously assessed, of his esttmnted total income for the 
period from the expiry of the Inst such completed previous year to the prob 
able date of hts departure The minimum period with n which such a return 
should be required to be made is seven days. Such a notice under section 22 
(2) and all the provisions relating to nsscssment apply thereafter. 

The assessment shall be made for each completed previous year includ* 
ed in the period of asse'-sment at the rate at which such total income would 
have been charged had it been fully assessed As regards the period from 
the expiry of the last of such previous years to the probable date of departure 
the 1 T O. should estimate the total income and assess it at the rate in force 
for the year during which the assessment is made. 

This section provides an exception to the general rule that assessments 
are made on the income of the previous year. 

2. Assessment of a deceased person— Under section 24 B, an executor, 
administracar or other legal rep esciuativc of a dctciicd pers n is treated as 
the assossee for the purp,.se of as^ssroent on the income ot the deceased 
person. The liability of the executot administrator or other legal representa 
tive is, huwt-ver confined to the payment of ux to the extent lo which the 
estate is capable of meeting the charge. 

3 Assessment m case of discontinued business — Businesses that may 
be discontinued fall in two classes , (i) those tliat have never been taxed 
under tlie Income Tax Act of 1918, and ^ll) those that have at any mue been 
taxed under the Income Tax Act of 1918 The method of assessment in these 
two cases is different. 

■) Section 25 (1) and (4} makes the following provisions for the assessment 
of a discontinued business. prulLSsion or vocation which has never been 
taxed under the Income Tax Vet of 1918 — 

(a) In order to guard against a possible loss of revenue owing to delay 
in making assessments on the profits of a business, profession or 
vocation that closes down during the course of a financial or comm* 
crcial year, it is provided that m such cases, in addition to the 
assessment on live income of the previous year, a further assess 
ment may be made in which it ts closed down on the income of that 
year, 

{b) Persons discontinuing a business, profession or vocation must give 
notice of such discontinuance withm 15 days to the I. T. O. offier* 
wise they become liable to a penalty. 
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fc' ^^e porrer to oa^e this addjtjooal a«ses«n3ent is a discrgiictiar^ 
pow er which ccaj be exerosed whether the business is a purely 
temporary ore cotutoencm^ and closing dowTi m the same year, or 
vihether It is a business that ha-, been m existence and has been 
previously taxed uncer the presen Am. It ‘■hould be u=«J only in 
ca^^s where there IS reason to anticipate that the Ux maj no* be 
collected unless ilie asce*snicn is made tn the year m which the 
business close* down. 

{(f) The proh.s to DC taxed in this way are the prof.s accruing between 
the end of the la't previous year (of which the prof ts have been 
ta'od) and the date of discon innance of the business. The ra e to 
be applied m taxing a discontinued business is the ra*e in force in 
the year in which the a*ses men is made This is another exception 
to the general rule tha as e**ments are made on the income of the 
prenous year 

ii) Section 25 (3 deals wih he discommoance of a ba^isess profession 
orsocaticn which has at any time beentaxed under the IncomcTax 
\c* of 1918, according to which Act a proMSional as'Cssmen* was 
made on the e'‘una ed income of the vear and this as*cs'mcnt was 
*ul«cqacni!y adjusted and corrected when the income of the year 
in which tl e proMstonal assessment was made was ascertained. 

riiis system was abolisbi.d by the Income Tax -Vet of 1922, and to 
present doutlc taxation fer one year which would otherwise result a disconti 
nued bosiDC***, pre/essjon or location (wbi-h has been taxed under the 19J8 
Act) IS not liable to tax m respect of pruhts for the period from the end of the 
last previous year to the date of discontinaaoce Moreuver the a^scssee m 
•Qch a ca«e ts ea fled to sabnito*e ihv pron.s of that period for the profits of 
the la*i prc\ lous year. 

When a claim fur this concession ts made u must be supported oy proof 
iliat ux liad been charged uodur the Act of 1918 in respect of that very bust 
eiss. A claim to be assessed under thi« sob-section mar be admired if it 
IS made am la er than one year from the date on which the business is dtscon 
tinued. 

When there IS a *ucccs'icn to a busmes-s, profession or vocation which 
has at any time bven taxed under the income Tax \ct oH918, the owner of 
•he business which is also cc lUcd under section 25 (4) to the c^joccssioa 
injoycd by the owner of a discontinued business Itmeans that the predcce 
‘lor in such a case is not hable to pay tax on the income of the puricxl from 
the end of tlic prcMous year to the date of succession, and he can also claim 
that the income of iha* period shall be deemed to be the income of the previous 
) ear. No claim for relief in such ca^es shall be en ertaned nnless i* is made 
U-foru the expiry of one year from the date of succession. 

lUastrstions 

(a) If a profession (*tt up 1916) who*e prev ous year ended on 31«t 
Marcli IS closed down on 3l‘t Alarch 1940 is assessment for 1939-40 would be 
I ii the profits of 19.^39 or a us oprio'' on the profits of 1939 40 and no 
assc<$mcot will be made for 194(MI. 

(t) If tins profession closed down cn »-01i April 1939 (instead of on 31 t 
J ilarcii 19 C) it Huald «tili be assessed m the year in w hich it closed down 
I1939-t0) but thu as ca<mut t w ould be on the profi s of the 193839 oralis 
ojiion on the profi-s of only April 19?9 and no assessment would Ur made 
1 i the year 1940-41 

(c) A business stai cd before. 1918 whose accounting year ended cn 30th 
Apiii is closed down on dt>h September 1939 Tlicn its asse^ments in llic 
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financial year 1940-41 would be on the profits of the previous year to SO^h 
April 1939, or at its option on its profits from 1st May 19 >9 to September 
1939, and no assessment would be made for the financial year 1941 42. 

4. Assessment when there is change In constitution or snccesslon — 
Section 26 gives effect to the principal that the assessment on the profits of the 
previous year should be made on the person who receive! the profits. 

Therefore when there is a change m the cons icntion of a firm or a firm 
has been newly constituted or when there ha-,*t)cen a change in the proprietor 
ship of a business, profession or vocation, the persons who are enti led to 
receive the profits are the persons lo be assessed on them. 

Provision is also made for assessment on and recovery of tax from the 
snccessor in the case where the predecessor cannot be found or where he will 
not or cannot pay the tax An explicit right is also given (o the person by 
whom tax properly payable by another is paid to recover any amount so pant 
from that other person. 

5. Cancellation of assessment when cause Is shown — Where an 
assessee, within one months from the service of a notice of demand, satisfies 
the 1. T. O. that . — 

(n) he was prevented by sufficient cause fro.ii making ihe return of 
income under section 22 (2) or section 34, or 

(6) he did not receive the nonce issued onder section 23 (4) or section 
23 (2), or by sufficient caoce he was prevented from complying with 
the terms of these notices 

then the I. T. 0 shall cancel the assessment and proceed to make a 
fresh assessment — secuon 27. 

6 Income escaping assessenent —Under section 34, if the I. T. O has 
cfe/l>ir/e information (hat there has been complete escapement, under assess 
ment assessmeu’ ai too low a rate or excessive relief, he has a right to re*open 
assessmen s for past years. In a case m which the L T. O. has reason to 
believe that there has been eoncealment of income or the deliberate rendering 
of false returns, he can re open as. essments for eighi years back, and in any 
other case for jour years back. These dras ic powers do not have retrospective 
effect and for years prior to 1st April 1539 Ihe time limit remains at one 
year. 

In such cases the tax is to be charged at the rate at which it would have 
been charged if the income had not escaped assessment cr full assessment. 

In case of deliberate concealment of income, a penalty amounting to IJ 
times the tax that would hai c been evaded can also be imposed, 

7. Rectification of mistake.— Under section 25 the Commissioner, the 
Appellate Assistant Commissioner or the L T. O. may (whether on his own 
motion or the application of an assessee) rectify any mistake apparent from the 
facts or documents which were before him when he passed his revisional, 
appellate or ong nal assessment order as the case may 

The period of limitation for the rectification of mi'takes is /our years , 
but no suen rcctitication shall be made of any mistake in any order passed 
more than a year before 1st April 1939. 

This section does not confer on officers a general power cf review or 
authorise any assessee to introduce any new facts in connection with the said 
assessment. 

Orders of rectification which result in an enhancement of ihe assessment 
cannot be made without giving notice to the assessee and giving him an 
opportunity of being heard. 
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Test Qaestloas, 

1’ Explam folly the relevant provisions of the Indian Income-Tax Act 
onder which no tax ts payable m respect of the profi s and gains of a bosine^o, 
profession or vocation in tJie c\ ent of its discontinuance, and a claim lor the 
tcfand of tax already paid may aUo be made in some cases. 

Why, m yoor opinion, has this special provision been made ? How 
far does mis concession apply to super tax ? [Agra tj. Com. 194Q) 

2. In what arcumstani.^ may an as cssment be cancelled ? 

3. What are the provisions of law regarding income that has escaped 
assessment ? 



CHAPTER 21. 

REFUND OF TAX 

Refunds are necessitated generally by the svstem of "taxation at source" 
as in the case of dividends, and "deduction at source" as in the case of interest 
on securities, salaries and certain other payments. In both these groups of 
ca«es the average rate of tax, if any, appropriate to the "total income" or the 
‘ total world income' (as the case may be) of the recipient of the income is not 
known at the time the tax is assessed or deduced. 

Section 18 (9) makes it obligatory upon the person deducting income tax 
or super tax to issue a certificate specifying the amount of the tax deducted 
from the income concerned and the rate at which it has been deducted , and 
similarly section 20 requires the principal officer of a company di* ributing 
dividends to issue to shareholders a certificate stating that the company has 
paid or will pay income tax on the profit* that are being distributed. These 
certificates are ordinarily accepted by Income Tax Officers as proof that tax 
has been paid. For purposes of refund, dividends are deemed to have been 
taxed at the maximum rate of income lax m force on the date on which they 
were paid, credited or distributed. 

Section 48 provides that when the tax paid (including super tax) exceeds 
the amount chargeable, the owner of the income is entitled to a refund of the 
excess. Below are given examples of cases m which a right to claim a refund 
of tax may arise 

1. Where the amount of tax collected at source is greater than the 
amount of tax properly payable. 

2. Where the rectification of a mistake m the assessment under section 
33 has the effect of reducing the tax paid 

3 Where an appeal against the assessment made by an I. T. O. results 
in a reduction of tax and the tax lias already been paid. 

4. Where a business, profession or vocation (which was charged to tax 
at any time under the Income-Tax Act of 1918) IS discontinued or succeeded 
by another person (vide Chapter XVI) 

Refund Procedure, An application for refund must be made in the 
prescribed form to the 1. T. O concerned («r to tiic Income tax Ofheer, Non 
residents Refund Circle Bombay, in the case of con residents) , and it must be 
accompanied by a return of lota] income or total world income (unless sucli a 
return has previously been made) and also by certificates relating to deduction 
of tax at source and taxation of dividends. 

The onus of proving the claim to refund (and therefore of adducing 
satisfactory evidence of his total income and of total world income) lies on the 
claimant, and if he fails to discharge it hts clam will be rejected. 

Period of limitation. The time limit lor refund claims iS Jour years 
from the end ol the assessment year (that is to say four years from ihe last 
day of the financial year commencing next after the expiry of the previous 
year in which the income arose or was brought into British India) , but claims 
in respect of tax paid prior to 1st April 1939 will not be admissible unless 
made within 12 monilis from the last day of tlic calendar year m wh ch the tax 
was recovered or before the last day ol the fmancial year commencing after 
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t}ie cxpitf of the \ttcvi'jui yae in vrhicU the wcimv arc7.e wrj wfiich ihc Ux 
was rcwvcrcd whiclievcr perjod may expire Uttr. 

Other provisions relatlnj* to refunds, where tlit incoiui. of one 
person h included in the eoUliHCvtne of any persen, such cftJief ficrson 
i^nly is intiUed to a refund m rLspect t4 sucti income. 

(2) Tile aro'«int of refund instead of b ing paid may i>c !>vt off a^iamst 
any tax rcmaioln/ payable. 

(Jj WiiffC ihrmigli dtaiii, mcapaetty, insolvency, liquidation or ‘Xlicr 
cause, a p'r^n cannot rlaiin a refund. Ins le^a! rvi>rescituiivc can do vj on 
his Kha/f. 

( 4 j Tlic n' ccssity for making a claim for tlic rcfuinl of tax on inu rest on 
Kovcrnin* in ‘-e^uritics (and also m rcsp-ct of ih lax on salaries, otln r inierc'l 
and other sums (taid t'i non residents^ can in atjny eases (x. avoided lay o^A^tin 
1114 a certificate from Oil 1 . F. O. >0 the < iIlci that (he total income or t/al 
world income of thf recipient is n«/l liable to tax or is liable onfy at a rate less 
than the maximum rate. 

(*i) \ p*rpin ofijeclini' to an onler o( an I. T. O, rcfusjn,; to allow a 
refund or prantintt a rcftuvf of an amount less than wlut he has rlaimed, has 
the rulit ol appeal attainsi such order. 

Teat Questien. 

1. Wliy arc refumU of tax necessitated r State a few cases in wliicli a 
refund of lax may claimed. 

2. Wlut IS the pi<jcedurc if you wish to claim a refund of tax i 

a. Whi,*} does a claim to a refund of tax foccome liioi twrred i* 



CHAPTER 22. 

TAXATION OF INSURANCE C OMPANICS 


The taxable income of an insurance txisine«5 is not computed m accord- 
ance with th“ provisions of section 10, bat m accordance with the rules contain 
cd in die Schedule to the Income Tax Act lu the words of Jlr. S P. 
Chambers These rules are very complicated. They mn«* of necessity be 
complicated because insurance is a complicated subject, and so is income tax, 
and if } ou marry turn complicated subjects you ge something still more comp- 
licated ” 

A, Life Insurance business. 

The taxable income of a life insurance business (whether carried rn by a 
proprietary insurance compan} or by a mo ual insnrance assoaabon) is taLen 
to be Cither of the following t»o amounts vhtchertr is greticr t — 

(rt) The gross external incomings of the preceding year /«sf management 
expenses ot the preceding year, and 
(b) The adjusted annual average actuarial surplus of the last tntervalua 
tion period ending before the assessment year, arnved at by adjast- 
mg the surplus or deficiC 

(n) Gross external earnings basis— In computing the taxable income by 
this method the following provisions must be taken into account 

1. "Gross external incomings'* means all earnings from interest, 
dividends, fines and fees, etc., from whatever source denied (except preini* 
urns, interest and dividends on any annuity fund and profits on the s^c of 
investments or otlier assets) provided that any income from property should 
be computed in accordance with the provisions of section 9 

2. "Preceding year" means tliatyear for which annual accounts arc 
required to be prepared under the Insurance Act of 3938, immedia(el) preced 
ing the year for which the assessment is to be made. 

3. "hlanagement expenses” means the full axnonnt of expenses 
(including commissions) incurred exclusively for life insurance business, and, 
in the case of a composite company, a fair proportion of the general business 
expenses as well 

Bonuses to policyholder, depreciation of and losses on the sale of securit 
jes or other assets and any other cxpcndiiure which cannot be allowed as 
business expenditure unoer section 10 are not management expenses. More 
over, the amount of allowable management expenses is sabjeetto the following 
maximum 

Kinds of Policies Percentage of first Percentage of 

year’s premiums renewal premiums 

1. For Single premium Policies 7i — 

2. For policies for whicli the number of 7| times the number of 12 
annual premiums is less than 12 such annual premiums 

3. For policies for which the number of 7J times the number of 21 

years during which premiums are such years 

payable is less than 12 ' 

4 For all other policies 90 12 
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the total world income being compaied tn the same manner as the total income 
of a resident insurance company as explained m ihis chapter. 

Test Questions. 

1. The Irdian Income Tax \ct ha*, made special provisions for the 
compatation ol the profits and gams of the insurance business. Explain these 
provision' follv, pointing ou‘ the dificrcncc btiwacn the assessment of the 
profits oi life insurance bnsincss and othtT forms of insurance, 

[Agra M. Com. 1040). 

2. Explain Actnanal Surplus , Gross External Incomings , Donus. 



CHAPTER 23 
MISCELLANEOUS 


1. Appeals 

Appellate aothoritles —1. In the first ms'ance, the assessee can appeal, 
against the onlers of the I T. O to the \ppcllaie Assistant Commissioner 

Z If he IS dissa*isfiid snih the \ppellae \sststant Commissioner's 
deci'ioa, he can appeal to ih'' \ppcllate Tribunal but this second appeal is 
not givtn free of cost, as the notice of appeal most be accompanied by a fee 
of Rs. lOO. 

The right of appeal is given not only to the assessee, but also to the 
Income Tax Department. The Commis:>ioncr of Income-tax may direct an 
I. T O to appeal to the Appellate Tribunal against any order pa&sed by the 
Appellate Assistant Commisstonei. \s smted in Chapter I, the -Vppella'e 
\ssistam Commissioner is under the direct control of the Central ll»rd of 
Revenne, and not under ihi’ of the Comtnisstoner of Income-tajc. 

This right given to the Incomenax Department to appeal should give 
the Appellate Assis'-aiu Commissioner confidence to decide appeals jnstly and 
boldly whether the decision IS in favour of the a&>e»see or against him, since 
he has full knowledge that both parties hive an equal right of appeal to the 
Appellate Tribunal. 

Z On any question of law either the asscs«ec or the Commissioner may 
require the Appellate Tribunal to make a reference lo the High Court. For 
<och a reference the assessee mus* also pa> Rs. 100. 

An appeal shall lie (a His Majest? in Council from any jndgment of the 
High (^n delivered on a reference made m any case which the High Court 
certifies to be a fi* one for app'^al of His Majesty m Connctl. 

What caa be appealed against— Pis an es*?blished rule of law that 
dierc IS no inherent ngh* of a'<pcal and that a right of appeal must be given 
by a statn'e, I3y virtue of setrion 30 an appeal may be preferred against the 
following : — 

1. The amount of in.ome a*sessed or the amount of tax determined 

under section 23 or 27. 

2. Order under s-'caou 23*\ re non distribution of company profits. 

3. The amount of loss computed under section 24. 

4. Order onder section 23 (2) re discontinuance of business- 

5. Order coder section 23-^ repartition of a Hindu undivided family. 

S Order under section 26 (2) reassessment vihen there is a diangc of 

proprietorship of business. 

7 A refusal of an I T O to register a firm under section 26* \. 

8. A refusal of an 1 T. O to make a fresh assessment onder section 27 

9 Order nnder section 23 re imposition of penalty 

IC Order under section 44 E (6), 44 F (5) imposing a penalty for failure 
to furnish mformatiou called for. 

11 Order under section 46 (1) imposing a penalty for non payment of tax 

12 A refusal of an I T- O to allow a refund under sections 48, 49 

or 49-F 

13- *Hic amonnt of die refand allowed by the I T- O- under section 
48. 49 or 49-F. 
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No appeal can he an order ander section 46 (1) unless the tax 

has been paid , and where the partners of a firm are individnally assessable 
rn iheir shares in the total income of die firm, any such panner may appeal 
against the order of the I T O determining the amount of the total income or 
loss of the firm or the apportionmcn* thereof between the several partners 

Period of Limitation— The appeal should ordmarly be presented withm 
thirty days f I the receipt of ‘he notice of demand or the intimation of order 
The world 'ordinarily' implies that the \ppellate Assistant Commissioner has 
power to extend the period The latter half of section 30 (2) expresstj 
<mp)wersthe \.ppellate \ssistani Commissioner to admit an appeal after the 
expitdHon uf the ptnod of thirty days if he is satisfied that the appellant hid 
sufficient cause for -ot pre--eDiing it within that period 

Form of appeal— Th appeal should be in the prescribed form and 
vcrifit-d in rhe prescribed manner \ arious forms of appeals have been 
prescribed m the Rules. 

2. Information at source : — 

The following are the provisions of law regarding the supply of mfor 
mation to the Income-tax Depanroent — 

1. Under section 19-\, the principal oftcer of every company must file 
with the I T 0 , before 15th June each year, a return giving me names and 
addresses of those shareholders to whom dividends exceeding Rs- 5,000 were 
distributed during the preceding >ear together with the amount paid to eacfi 

2> Under section 20 A every person responsible tor paying any interest 
(not being interest on securities) reus- furnish to the 1. T. 0., before 15th June 
each year, a return showing the names and addresses of those persons to whom 
interest exceeding Rs 400 was paid during the previous noanctal year, 
together with the amount paid to each. 

d. Under section 21, every employer must file wi'h the 1. T 0., before 
30th April each year a return of aJJ employees deriving an income from 
xalarics o1 Rs. 1 60U per annum or over. 

4. Under section 25 (2), any person discontinuing a business, profession 
or vocation must give to the I T. O., notice of such discontinuance within 
fifteen days of the discontinuance. 

5. Under section 38, the I. T. O., or Assistant Commissioner ( \ppellate 
or Inspecting) may require (a) a firm to furnish the names and addresses of 
its partners , ib) a Hindu undivided family to furnish the names and addresses 
of Its manager and adult members, (c) a trustee, guardian or agent to furni<li 
the names and addresses of the persons for whom he is trustee, guardian nr 
agent, and d) any assessee to furnish the names and addresses of those to 
whom he has paid in any year rent, in crest, commission, royalty, brokerage 
or annuity amounting to more than Rs. 400, together with particulars of the 
amounts paid 

6. Under section 44 E (6) and 44 F (5) on a notici. being received from 
the I. T. O., the owner of shares and seconties which have been temporarily 
transferred to ancilier person most famish the information called for. 

7. Any dealer, broker or agent or any person concerned jn the manage- 
ment of a stock or commodity exdiange shall furnish a statement of the names 
and addresses of all persons to whom ht or the exchange has paid any sum 
in connection with the sale, exchange or transfer of a capital as«ct or on whose 
behalf or for whom he or the exchange has received any such sum together 
witli particulars of all such payments and receipts. 
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3. Representation of Assesseea, 

Under section 61, apan from lawvers, accoontants wlio are re^i tered or 
members of a reco-jni-ed association, cffic-^rs jf a ^chejolcd bank, relauve or 
emptovccb of the as«es*ee, and person-* who haic acted as income-tax practi- 
tioners prior to I't \pril 1939, nobody can represent the a«-e»see in mcome-iav 
proceedings, unless he has passed a recognised accountanev examiration or 
has acquired an edocational quaIi6(.a‘ton recogni«ed by the Central Board of 
Revenue, which has elrcadv published a li«t of recognised acccnn'ani-y 
examinations. Thi'; list includes, i—er ai a, the B. Coir. Examination with 
Advanced Accountancy "f any univer-^itj in India. 

Persons dismissed from government service after l«t \pnl 1933 and 
persons found guilty of misconduct by their professional bodies {in the case of 
Uwyers and accountants) and by the Commissioner in other cases, are debarred 
from representing assessces. The diiecioQ of the Commissioner m any of 
these cases is subject to appeal to the Central Board of Revenue. 

4. Information supplied by assessees to be confidential. 

All information supplied to the Income tax Department by as«cssees in 
the shape of any statement, retom, accoun-:, docomena evidtrrc. afBdavit, 
deposition or record shall be treated a:> contidcntial , and a public serv’ant who 
discloses It shall be punishable With loprisonmen* which mav e^teod to six 
month-*, and shall aUo be liable to fine. 

5. Step System and SUh System. 

These are the two methods ol compating income-tax on the income 
chargeable. Under the step system, income-tax at the rate applicable to the 
total income has to be paid on the whole amoont of the total income ; and the 
rates of income ux prescribed for differen* amonotA of total income are 
diflLrent, the higher the tnccroe the higher the fa*e. This system was in vogoe 
prior to 1-: April 1939 when « was abolished. It has been tetnirodnced m 
conneaion with the taxa’ion of capital gams. already explained m a 

previous chapter, capital gain» exceeding Rs. 5u,C00 but not exceeding 
Rs. 2.00.000 are taxed at two annas per rupee , while capital gams exceeding 
Ra. 2,00,000 but Dot exceeding Rs. 5,00,000 are taxed a: three annas per 
rupoe. Thus an assessce making a capiUl gam of Rs. 60,000 will pay tax at 
two annas per rupee or. the whole amoaut ; and another assessee making a 
capital gam of R& 3,CO.OOO will pay tax at three annas in the rupee on the 
whole amount. This is the step »ys*eiD. 

Under this system an injustice IS done to those assessees whose taxable 
income just exceed--, the limit wheie the rate changes. To avoid this, a 
marginal relief is grao'ed. Thua, an as«e<'e making a capital gam of 
iJne-wiitAc-a-muQTA V. ‘inc ist; of 
two annas per rupee ; he will have to pay at the rate of one anna per rupee on 
Rs. 50,000 plus ore-half ot the excess of his total income overRs. 50,000, i. e., 
Rs.20a 

To do away w ith the hard«hip, injumce and the inequitable results of 
the step system ol taxation, the Fmaace .Act of 1939 introduced a new and 
more Suitable sy^'em of taxation known as the slab sy-tem. Urder this 
system, ‘uccessive slabs or «fices of income are charged at progressiiely 
higher ra’es of tax, the tirsi si ce beating no tax whaiexer. If, tor example, 
an assessce has an ircome of Rs, 15,000, hepays no tax on the fr«t slab ot 
R--W 1,500, pays tax cn the next slab of Rs. 3,o00 at the rate of one anna per 
rupee, pays ux on the next slab of Rs. 5,000 at the rate of two a nnits per 
rupee, and pays ux on the last slab of Rs. 5,000 at the la-e of turic and a 
half annas ptr rupee. This is the slab system of taxation. 
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Test Questions 

1. What are the rights of appeal given to an assessee ? State a few 
cases m which he may file an appeal. 

2. By whom may an ass^sec be represented in income-tax proceedings ? 
3 Briefly state the difference between (a) original cost system and 

written down valne sys'em of depreciation , (b) taxation ol registered firms 

and unregistered firms , (e) treatment of recognised and unrecognised provi- 
dent funds (d) assessmi.nf of resident and nonresident assessees ; (e) slab 
system and step system of taxation , (f) effect of public notice under section 
22 (1) and individual notice under section 22(2) for recarn of income. 

(Agra B. Coin. 7947) 



CHAPTER 24. 

SOLVED QUESTIONS^ 

1. ^ doctor’s income coxisi<ts of Rs 5.400 from profession. 5 (, inten.'-t 
cQ Rs. 10,000 govtmmen’ and R«. 100 as ditccor’s fce<=. 

He otrns a bungalow which he uses lor his own rcbiJ.nce, the munici 
pal valuation of which is Rs. l.OOd He paid Rs. 150 for (ire tn'-urarce pre- 
miom and Rs. 50 ground tent. The bungalow ts mortgaged and the in'crc^ 
on the mortgage amounts to Rs. 800. 

He paid Rs. 1,200 as premium on a policy on his own life. 

Ascertam the tax payable by him for 1947— {-Vgra B. Com. 1944) 


1. Interest on scctmncs 


Gro^s 

Income 

Rs 

SCO 

2. property income : 

Annual value restricted to 10’, 
of total income .. 


M5 

Less oQe-«ixth for repairs 

£0 


Fire pfeaioo ... 

150 


Ground rent 

50 


Mongage tn‘ertst 

800 

1,090 -545 


Tax collected 
St source 


Rs. 

156 


3. Profcssscoal income 5,400 

4, Other sources : Dtrecar’s fee< 100 


Total Income 

Less Earned income allowance being onc> 
fifth of Rs. 5,500 


5,455 

1,100 

4355 


Gross amount of income-tax on Rs. 4355 17S 7 0 

••Average ra*e 736 pies per rupee. 


Exempted Ineome < 

Life insurance premium amouaung to Rs. 909, anj the tax relief 

Gross income-tax chai^eable on taxable income ITS 7 0 

Less Tax already collected 156 4 0 

Relief on exempted income 37 3 0 193 7 0 


Amount refundable ... 15 0 0 


2. From the following information relausc to the previous year ended 
31 <t March 1947, prepare the as«c««mcnt of .A^— 

He is the ch.ef accooctan: of a large mill company drawing a salary of 
Rs 600 and a houje-rect allowance of Rb. 50 per month. During die year he 


227 



128 


INCOME TAX 


contributed Rs. 800 a recorniscd providcnd fund to which his employer 
also contributed the same amount. Tlie interest on his providend furd account 
for the } ear was Rs 915 

Or, the occasion of the companys silver jnbjJee he was given two months' 
salary as bonus during the year. His t her taxable income consisted of (a) 
Rs. 900 as share o( profits from an unregistered firm which has been taxed, 
(b)Rs 1,275 from propert), (c) Rs 590 interest fronjtavfrce government 
securities and [d) Rs 810 received as dividends 

The premium paid on his life msarance policies amounted to Rs. 865 

(ARra B. Com. 1940) 

A's Assessment for 1947-4B, 


1. Salary 

House rent allowance 
Bonus 


Cross Tax collected 

Income at source 


7.200 
600 

1.200 9.000 438 12 0 



Employer's P. F con’nbuuon 

800 


Interest on P. F. 

915 


Iniercst on securities (Tax free) 

500 

a. 

Propeny income 

1,275 

4 

Business Profits from an unregistered 



firm (Taxed) 

900 

5 

Other sources Dividends gross 

1.17S 


368 3 0 


Total Income 


14,568 806 15 0 


Lc%i Earned income allowance being 
JUVt on Rs 10.715 being salary 
and accretion to P. F< 2,143 


Taxable Income 12.425 


Gross income tax on Rs 12 425 

Average rate of income lax 21.23 pics per rupee. 


Exempted Income . 

1. P. F contribution restricted to one sixth of 
regular salary 

2 Life insurance premium 

3 Interest on P F assumed to be less than 6% p. <t 
4. Tax Irce interest on securities 

5 Profits trom an unregistered firm already taxed 


1,374 4 0 


Income-tax relief ibtrcon at 21 23 pies per rupee 
Rs 484-5-0 

Gross amount ol m-omi. lax chargeable on taxable income 1,374 4 0 

Less Tax collcc od at source 806 15 0 

Relief on exempted income 484 5 0 1,291 4 0 


Rs 8i 0 0 


Net tax payable 
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The amoont of tax coIJeccd at «oarcc /rom salary has been comjw'cd 
as follows : — 

Estimated annual salary 

Less Earned income allowance 

Taxable amoiin* 

Income-tax thereon Rs 

\vcragc rate 13 16 pies per rupee. 

Relief on P. F. contribution Rs 800 

Net yearly tax to be deducted 

Montlily tax deduction 

Hence deduction for 12 months 

3. The following are the parucnlars ot 
government servant, for the prcvioos year ended 31st March 1947 

(a) His salary was Rs. 750 per month and his travelling allowance btll> 
for the whole year amoun’ed to Rs- 1,660, (he ac nal expenditure incurred by 
him on travelling being Rs- 1,140 

(b) He contribu'cd one anna m the rupee to Government Provident Fond, 
his employer contributing an equal amount. Interest on hi$ provident fund 
account balance for the year amounted to Rs> 1.580- 

(c) He o« ns two bungalows, one of which is let at 125 per month and 
the other the anuoal rental value of which is Rs. 850 ts occupied by him for 
his own residence. He pays Rs. 150 per year as ground rent and insurance 
charges in re<pcct of the first bocgalow and Rs. 210 per year lo respect of the 
second one. 

(d) Hts inves*mcot3 during .he year were as follows •— ^i) Rs* 5,000 5’’/^ 
tax free goversmen: securities, and (it) Rs. 8,000 preference sbjresina 
sugar mill company, 

(e) He IS insured and pays an annual premium of Rs- 1,250, 

Vou arc required to find out for his assessment of 1947-48 (i) his toul 
income, (ii) earned income allowance that will be granted to him, (tii) his 
taxable locomc, and (iv) the amount on which be can daun exemption. 

(Agra B, Com- 1947) 


Rs. 

9A» 

1,800 


7^00 

493 12 

0 

M 13 

0 

438 15 

0 

36 9 

U 

438 12 

0 


the income of D D* Pande, a 


Salary 


9.000 

Ic’crest on securities; Tax free ... 

250 

Property income ; 



Annual letting value of both boosts 2,350 


Ltfss ODc-sixtb for repairs 

391 


Ground rent and losn- 



ranee premiom 

350 751 

1,599 

Other sources ; Dividends gross 

480 


Total Income 

11,329 


Earned income allowance 

1,800 


Taxable Income ... 

9,529 


17 
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Exempted Income i 

1. Provident fond cootnbation .. .. 562 

2 Insurance premium .. . 1,250 

3- Tax fre interest oa securities ... ... ^0 

2,062 

Nofe*”It IS assumed that ihe dividend on preference shares was duly 
received. 

4. The details of the income of an ordinary resident for the year ended 
31st March 1947 are given below, and you are asked to compute his total 
income, taxable income and exempt^ ihcome for 1947'48 assessment. 

1. Salary of Rs, 300 per month for the first six months of the year, IO’/q 
of which was contributed to an unrecogoised provident fund maintained by 
his emptier. 

2 On 1st October 1946 he was reticnchcd and on that date he received 
from the unrecognised provider fund Rs. 9,500, which included Rs. 6,500 
for his own contributions and interest thereon. In addition was paid Rs 5,000 
by way of compensation for the loss of the employment. 

i From 1st December 1946 he was able to secure another job on 
Rs. 250 per month. 

4 Ho received (a) Rs. 6,000 for an endowment insurance policy , (b) 

Rs. 924 as dividend from comrany , (c) Rs, 150 tax free interest from 
government securities , (d> Rs, 55 interest on postal savings bank account , 
(e) Rs. 430 as directors* fees, (f) 500 being one half share of a 

Hindu undivided family . <g) 3 7S0 mterest on treasu^ bills , (M Rs. 350 

as rent from land situated m the U. P and Rs. 500 as rent from land owned in 
Bharacpur State , (i) Interest on 1,50,000 government paper ; (j) A 
moothTy pension of Rs. 125 as an ex*employc« of Gawhor State 

5 Rs. 5,400 being one-third share prnfits from an unregistered firm. 

6. Income from a registered firm Share ot profile Rs. 3, 150 , 
interest on capital Rs. SQO and cumimssiun Rs. 350. 

7. He made a profit of Rs. 10 000 from speculation in Indore State and 
a loss of Rs. 15 000 from speculation in Jaipur btate. 

8. Income of ;^375 from sterling securities, one half of which was 
actually received id British India and the balance was reinvested m London. 

9. In may 1946 he started the constniLtion of a residential house which 
was completed in January 1947. It cost Rs. 25 OOO which was borrowed at 
6 per cent, per annum. The municipal valuation of the house has been fixed 
at Rs. 1,200. 

He paid Rs. 6 500 as premia on his life policies for Rs- 50,000. 


(a) Indian Incottie i 


1. Salary as such 2,530 

P, F. money 3 OCO .. 5,550 

2. Interest on securities Taxed .. 5,250 

Tax frte ... 150 

3 Business . Prof ts from registered firm 4,000 

Profits from unregistered firm 5,400 

4. Other sources i Dividend gross ... 1,344 

Director's tees .. 430 

Interest on treasury bills 3,750 


Rs. 


25,874 
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(b) Foreign Income t 

1 . Remitted income from Indian S ate ' 

AgTiculmral income .. 500 

Pension .. 1,500 2,000 

Remitted income from other foreign countries 
(£18M0^ at one shilling si* pence) 2,500 

2. Unremitted foreign income being less than 

Rs. 4,500 . — 

3. Unremitted Indian State income : 

Profit in Indore State 10,000 

Loss m Jaipur State -15,000 

- 5,000 4.500 

Tirtai Income Rs. 30,374 
Lea Earned income allowance being one fifth of 

Rs. 11,480 ... 2.296 

Taxable Income Rs. 28 078 

exempted lucome i 

1. Tax free interest on securities .. 150 

^ Profit from unregistered firm 5,400 

3. Life insurance premium restricted to 10 per 

cent, of the sum assured 5,000 

10,550 

Notes. The Joss i/ieurrei in an InJnn Stite cmnoi h“ set nii agiinst 
IJnti«h lodisn income , it can be cainel forward and s*t off only iRUnst future 
Indiin State income (com the sam* business. 

The income from house property intended for residential purpo es an 1 
constructed belweeo Isi April 1946 and 3l<l March 1948 is exempted for two 
as«!e«smem year*. 

5 An irdividoal had the following income m British India during the 
calendar jear 1945 — (a) Property — annual lemng value Rs 48 000, (b) 
Salary Rs 12,000, cj 8 anna snare of profits m a registered firm Rs 10000, 
and (d) 8 anna share of Joss in au unregistered firm Rs 5,000. 

You arc required to determine his taxable income, and find out the tax 
payable him after considering the following facts i— 

J Rs. 2^000 ajrear IS payable for the ground rent of the land on which 
the property is si'ua cd, butas this sum was in arrears since 1943, 
Rs 8,000 had to be paid during the year 
2 The property has been constructed with a borrowed capital of 
Rs. 1,00 000 on which interest at 4*/^ p a. is payable 
3. He spent a sura of Rs 6000on the repair of the property and paid 
Rs 1.000 as salaries to the sta0 em{doycd for collecting the rent. 

4 The particulars of his life insurance policies are : — (a) Whole-hfe 
policy on his ow n life, capital sum assured Rs. 50,000 and premium 
paid Rs 2 000, (b) Endowment policy on the life of his wife, 
capita! sum assured Rs 30,000 and premium paid Rs. 5 000, (cj 
Marriage ordowment policy for daughter for Rs. 10 OOO payable 
ouihc Juppcning of the marriage but not odierwisc, prcmiam paid 
Rs.l,00a {AgrnM. Com 1945). 
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Assessment for 1947-45 


Gross Tax collected 
Income at source 


Rs. 

1. Salary _ .. 12.000 

2. Property income : 

Letting value 48,00(5 

Less one sixth for repairs 8.000 
Ground rent 2.000 

Interest 4,000 

Collection charges 1,000 IS.OoO 33,000 

3. Business ; Profits from registered firm 10,000 

Total Income 55,000 

Less Earned income allowance 4,000 


Rs. a. p. 
793 12 0 


Taxable Income 51,000 

Grass amount o( iQeomc-ta.x oa taxable income 
Average rate of income tax 49.65 pies per rupee. 
Gross amount of super-tax on total mco/ne at the 
rates applicable m 1947 48 assessment 


Exempted Income t 

Life insurance premium Rs. 6,000 and relief thereon Rs. 1,551 9 0 

Gross amoutt’ uf ux 20,093 12 0 

Less Tax collected at source ... 79i ]2 0 

Relief on exempted income 1.551 9 0 2,345 5 0 

Tax payable Rs. 17,748 7 0 

6 C is employed as an engineer m a sugar mi'l on Rs. 500 per month. 
He contributes 10 ^ of his salaray to an approved supcrmnuation fund and 
alsopiys Rs 3,603 annually as premia oil lus life policies for Rs. 25,000. 
His income from investments is as follows 

1. A lax free dividend of Rs. 15 per share Ofi 90 shares m a company, 

60®/p of whose profits arc taxable , 

2. \ tax free dividend of 10®/p on 15 shares Rs. 500 each in a com- 

pany whose entire protiis arc taxed , 

3. 5' u interest on Rs 15 000 port trust debentures , 

4. 3J / interest on Rs. 25,000 government paper ; 

5. 4}fl/„ interest on £ 2,000 debenture stock of foreign company. 

His bank charged him Rs. 15 for collecting in’crost and dividends. He 
also received Rs 118 as interest on a bank fixed deposit and 5% interest on 
a mortgage of Rs 15.000, 

Prepare his assessment for 1947-48. 


13.i87 8 Q 

6.906 4 0 
20,093 12 0 


C’s Assessment for 1947 -^ 8 . 


Gross 

Tax collected 

Income 

at source 


Rs. 

Rs. a. 

p. 

6,000 

180 0 

0 


1. Salary 
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2 . lolcrcsi on srcorities ... ^SS& 

Less Bank commission ... 15 2,810 

3 . Dividend gross ... 2,752 

In'crest on fixed deposit ... 118 

Interest on mortgage .. 750 

Total Income 12,430 

Less Earned income allowance 1,200 

Taxable Income 11,230 

Gross income*Ux on taxable income 
Average rate of income-tax 19-02 pies per rupee. 
Exempted Income 

1 , Contribntion to approved S F. 600 

2. Life msnrancc preminm 1,471 


2.071 

Amotint of income-tax relief thereon Ra. 205-3-0, 
Gross income-tax e^rgeablc on taxable income 

Tax collected at scarce 1340 3 0 

Relief on exempted income 205 d 0 


507 13 0 
652 6 0 

1340 3 0 

1,112 13 0 

1,112 13 0 
1,545 6 0 


Amooot TcfondaUe Rs. 433 9 0 


7. An American came oot to Bomber for the first time on 1st July 1946 
to take op the post of chief chemist m a large chemical works under a five 
year’s agreement and on a monilily salary of Rw 2,000 payable on the Uit day 
of each month. His other income m British India up to 31st March 1947 
was as follows 

1 . One half year's interest on Rs. 25 000 3*/# government securities , 

2. 6 % dividend (less tax) on Rs. 10,000 prefcreo'-c shares in a jute 

mill compacr ; 

3. A dividend of Rs. 3 and a bonus ol Rs. 2 per share (boUi free of Ux) 

on 1,000 shares ID an engineering company, 80 'j© of whose profits 
arc taxable , 

4. Rs. 250 a« directors' fees. 

He earned Rs. 50,003 from agrtcoltore m America, half afwfnclin'ts 
remitted to him in Bombay in Octof^ 1946. 

He IS insured for 10,000 dollars with an American insurance company 
and be pud in Hew York 400 dollars as premium. 

Prepare his income-tax assessment for the year 1947-48. 


Assessment for 1947-4B. 

Gross Tax collected 

Income at source 

(a) Zod/aa Income t Rs. Rs. a. p. 

>• Silary ... 18,000 1306 4 0 

2. In crest on securities 375 117 3 0 

3. Dividend : Jotc mill shares 600 187 8 0 

Engineering company shares 6,666 1,666 11 0 

Director's fees ... 250 

3.777 10 0 


25391 
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Remitted to British India ... 25,000 

Total Income 50,801 

Less Earned income allowance 4,000 

Taxable Income 46,891 

Gross amount of income-tax on Rs. 46391 . . 

Gross amount of super-tax on Rs, 50,891 


Total tax chargeable 
Less tax collected at source 


11,903 7 0 
4,996 14 0 


16.900 5 0 


16,900 5 0 
3,777 10 0 


Amount of tax payable 13,122 11 0 


Notes. — The assessea m this case is a iesi.leQt not ordmatily resident. 

The American ngncultural income is earned income. 

8, A retired official of the U. P. Education Department, has been 
employed as the principal of a college m Jaipur Stale ; and the particulars of 
his income for the year ended 31st March 1947 arc as follows < 

^a) A pension of Rs. 250 p. m. (com the U. P. Government received m 
Jaipur State , 

! b} Taxable income from property situated m \gra Rs. 500 ; 
c) Income from moneytendmg business earned on in Meerut Rs. 10,000, 
d) Salary of Rs. 750 per monm together with a dearness allowance of 
Rs. 50 per month in Jaipur State, out of which Rs. 5,000 was sent 
to Meerut for being used in money lending business , 

(e) Rs, 1,500 received in Jaipur State as examiner’s remuneration from 
Allahabad and Delhi nniversities , 

(f) Rs. 500 bank interest received in Jaipur State , 

(gj Rs 2,500 royalty on books received in Meerut from an Agra firm of 
publishers , 

(h) Rs. 650 travelling allowance received from the University of 
Ra 3 putatia for attending university meetings. 

Show how his tax liability will be ascertained for the financial year 
1947-48 (a) when he is an ordinary resident, (b) when he is a resident not 
ordinarily resident, and (c) when he is a non resident. You are not required 
to calculate the amount of tax. 


His tax liability will be asceiuined as follows 

British Indian Income t 

(a) 

Rs. 

(b) 

Rs. 

(c) 

Rs. 

1. Salaiy (pension) 

3,000 

3,000 

3,000 

2. Property income ... 

3. Money lending business 

4. Royalty . 

500 

500 

500 

10,000 

10,000 

10.000 

2.500 

2,500 

2,500 

t 

16,000 

16,000 

16,000 
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Foreign 

1. 

2. 

Income : 

Remitted out of salary 
Unrcmiltcd Jaipur State Income 
Salary 

Bank interest 

Examiner’s remuneration 

4,6'-0 

500 

1,500 

5,000 

5,000 

- 


Less allowance 

6,600 

4500 

2,100 

— 

— 

Total Income 

Less Earned income allowance 


23,100 

4.000 

21.000 

4,000 

16,000 

3,100 




19,100 

17,000 

12,900 


(a) As an ordinary resident, he will pay tax on Rs. 17,000 (u e., the 
taxable income minns the onremitted Jaipur Sta'e income) at the average rate 
applicable to Rs. 19,100. 

(b) As a resident not ordinarily residen*, he will pay tax ^n Rs. 17.000. 

(c) As a non resident, his total world income will be Rs 16,000 pins all 
his foreign income amounting to Rs. 11,600, ue., Rs. 27,600. He will pay 
income-tax on Rs. 12.900 at the average rate applicable to his total world 
income , and he will pay super tax at the average rate applicable to bis total 
world income. The amonnt of soper-tax on the total world income will be 
competed with doe regard to earned and anearaed income. 

The unremitted Jaipur State salary, not being actoally taxable, is 
not entitle to earned income allowance. 


9. From the following panicolars relatmg to the year ended 31st March 
1947 furnished by A, who is trading as a general merchant, ascertain his 
total income and the amount of iccome entitle to income tax relief : — 

He owns properties m four places and their annual values are 
Rs. 57,380, Rs. 9,540, Rs. 2 060 and 2.000 respectively. He is interested 
in the following concerns of which he i-.a partner 

A. 6. & Co. (registered) whose assessable income for the year ended 
Diwali Samvat 2003 is Rs. 41,708 and A's share is 8 annas. 

C. D. & Co. (unregistered) whose assessable income for the year 1946 
amounts to Rs. 24,331 and A’s share is 6 annas. 

His Income & Expenditure Account for the year ended 31st March 1947 
IS as follows : — 


Property Expenses : 
Repairs 

Collection Charges 
Ground Rent 
Insurance Premium 
Salaries and Wages 
General Expenses 
Reserve for Bad Debts 
Interest to mortgagees of 
property 
Other interest 
Net Profit 


Rs. 


Rs. 


Property Rents ... 

78,000 

. 20.000 

Share of profits : 

. 4560 

A. B & Co 

20,854 

. 2,824 

C. D. & Co. 

9,124 

1568 

Remuneration as 

. 27,000 

liquidator 

1,40,000 

. 3.000 

Profits of his own 


17500 

business 

Interest on tax free 

96,000 

! 18,000 

government securities 

1,20,000 

. 72,000 
.4,77,126 

Interest on Loans 

1.80.000 

6,43,978 


6.43578 
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Rs. 503 being collecion diarges in connccton with properties has been 
debited to Salaries and Wages Accoont by mistake. 

He also owns a property which is used solely as his residence and the 
muruapal s'alua'ion of r^hich is Rs. 90i03ft Insurance preminm and gronnd 
rent for the same amonn'ed to Rs. 3,976. which is not inclnded in any figure 
stated above. lAgra B. Com, ]945)- 


1. Income from property — 

Annual value of property let 78,000 



Less i for repairs 

13/)00 





Insurance 

I.56S 





Ground Rent 

2334 





Interes* on Mortgage 

18.000 





CoUecaon Charges 6®,j, 

4.680 

40372 

37,928 



Annual vaJne of property occupied 

54.483 




Less 1/6 for repairs 

9.080 





Insurance 1 

Ground Rent f 

2,976 

12,056 

42.427 

80355 

2. 

Interest on 'ecnri'ie® — Tax free 




150,000 

3. 

Easiness . 






Profits from registered firm 


... 

20.854 



,, unregistered firm 

Proprietary Basmess (Loss)* 



9,124 

-5,500 

24.478 

4. 

Other sonrees : 






In‘crc<: on Loans 


... 

130.COO 



Remoaeraaon as Liqaidator 


... 

1,40.000 

3.20,000 


Toul income Rs. 5,44 833 


*nus is compotea as follows 

Gross Prom from proprietary Business 
Less Expenses . Salaries and Wages 
General Expenses 
In erc^t 


96,000 

26,500 

3,000 

72.000 1.01,500 


Loss Rs. 5,500 


Exempted income (entitled co mcome^x relief) 

1. Tax tree in-ercst 13).000 

2. Profits from unregistered firm which 

has been taxed 9,124 


Rs. 1,29.124 


10, There IS a registered firm having three partners A, B and C who 
share proats and los«es m the proport on of 2. 2 and 1 respectively. A retires 
OQ 30tn September 1946 and D (who has prcvionaly been a salaried assistant 
on Rs. 300 a month, is admmed as a partner on that date, the shares of B, C 
and D being 4, 3 and 3 respectively- B,Cacdl3 fnnher agree nee to allow 
or charge any interest on current accounts. 

The Profit & Loss of the firm for the year ended 31st March 1947 is as 
follows : — • 
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Stock on l-4-lWt> 
purchases 
Staff Salaries 
Rent 

Genera! Expenses 
Snhscrtpiions ■ Business 
Charitable 

Imprest on Current Accounts 
A 


Balance 


Rs. 

Rs. 

20,000 Sales 

1,50,000 

80.000 Stock on 31-3-1947 

15,000 

124X0 Interest on C’s Current 


6.000 Account 

320 

1.700 


60 


80 


560 


440 


44.480 


t. 65320 

1,65,320 


The otiier taxable income of the partners was ; — 

A — Dividends from companies (net) Rs. 3, 9601 
B-~in(ercst on Bank deposit Rs. 500. 

C— Nil. 

D— Salary as assistant m the firm. 

Show haw the assessment would be made for the year 1947-48, il the 
taxable proliis of the business arc auributcil equally co the two halves of the 
year. 

^a) Computation of the firm's total Income. 

Rs. 

Profit as per Pro6t & Loss Aocount ... 44,480 

Add Items disallowed : 

Chanty .. 80 

Interest on partners' current Accounts l.OCO 1,080 


Ltss tntcrC'C charged on C'» current account 
(b) AUocatlou of firm's iocome between partners. 


45.560 

320 

45S^ 


fc) 


Interest 

Balance for first six months 
(2. 2. J) 

Balance for next six months 
<4. 3. 3) 


Statement of partners’ total Income. 


1. Salary 

2. Profits from regd, firm 
3 Dividend gross 

4. Interest on bank deposit 

Total Income 

Less Earned income allowance 


A 

B 

C 

D 

Rs. 

Rb. 

Rs. 

Rs. 

560 

440 

-320 

— 

8,776 

8,776 

4.388 



p.ota 

6,786 

6.786 

9^ 

18.264 

10,864 

6,786 

A 

B 

C 

D 

Rs. 

Rs. 

Rs. 

Rs. 



— 

1.800 

9.336 

18,264 

10.854 

6.7S6 

5,760 

>— 

— 

— 

— 

500 

— 


15,096 

18,764 

10,^ 

8,586 

1,866 

3.^2 

2,170 

1.717 

13330 

15.112 

8.6S4 

6,869 


18 


Taxable Income 
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11. A and B are partners tn a registered firm sharing profits and losses 

equally, and the following 

IS thcif Profit & Loss Account for the year 

1946.- 


Rs. 


Rs. 

Salaries 

10 7S0 

Gross Profit 

51,040 

Rates and insurance 

1,200 

Tax-free interest on govern- 


Travelling Expenses 

954 

ment scenricies 

900 

Interest on Bank loan 

1,650 

Profit on sale of investments 

1,200 

Legal Charges 

163 



Discounts 

897 



Carnage 

601 



General Charges 

2.050 



Markeung 

2,300 



Depreciation of motor-car 

500 



Interest on Capital : A 

1.700 



B 

— 1,550 



Reserve for Bad Debts 

1,000 



Net Profit 

_ 27.825 




53,140 


53,140 


Take the following natters into consideration, and then compute the 
total income of the firm and allocate it between the partners 

fa) Salaries include a partnership salary of Rs. 250 p. m. to B, 

(b) Legal charges consist of Rs.. 100 for alteration of the partnership 

agreement and the balance for debt collection. 

(c) Rs, 200 premium paid on an insurance policy on the life of a debtor 

IS included m rates and insurance. 

(d General charges include Rs. 210 for additional filing cabinets and 
Rs. 360 for a new portable typewriter purchased, and Rs. 301 
charity 

(c) The rootot'car was purchased for Rs. 10,875 in 1P45 and is used 
solely for business purposes. The depreciation of the cat was 
claimed in die 1946-47 assessment at 20''/(, 


(a) Computation ol theltrin’s total Income. 


Profit as per Profit & Loss Account 
Add Expenses not allowed : 

Partner’s salary 
Insurance premium 
Legal charges 
Capital expenditure 
CtiariCy 
Depreciation 
Reserve for bad debts 
Interest on capital 


3.000 
200 
100 
570 
2 ®! 
5GO 

1.000 

3,250 


Less Profit on sale of investments being capital profit 

Less Dcprcciatiou of motor car 20% on Rs. 8,700 
Total income of the firm 


Rs. 

27,825 


8.921 

36,746 

1.200 

35,516 

1,740 


33,806 
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(b) AllOMtIon of firm’s total Income between partners. 



A 

B 


Rs. 

Rs. 

Salary 

... “ 

3,000 

in’erest on capita! 

... 1,700 

1350 

Tax-free mteres:* 

450 

450 

Balance 

13328 

13328 


15,478 

18328 


firm i 5 unregis*ered, iheux'frec interest will not be 
shown scpara'ely m the above allocation stattment, 

12, The Profit & Loss \ccount lor 1946 of a firm consisting of three 
furtners A, Band C (with shares of 4.3 and 1) showed a net loss of Rs, 
J6 000 aficr cliarging the following Items Interest on Capital A R«. 3,000 , 
B Rs. 2,000 and L’s salary of Rs. 3,00a 

A's taxable income from other sources is Rs. 5,000, while B and C have 
no other income. 

Explain liow assesstnecls would be made (a) when tht firm is legistered 
and (b) when it is unregistered. {Agra B, Com. W5), 

Alter making adjnstment for in’^erest on partners' capita! and the 
pannirship salary, the turn's li^s woold be Rs. 8,000 ; amd the respective 
sliarcs of Uirce panners will be as follows 

ABC 

Rs. Rs. Rs. 

Interest on Capiul . . 3,000 3,000 

Salary . - - ZfXO 

Share of firm’s loss ... -8,000 -6,000 -2,000 

-5.000 -f.OOO TOOO 

(a) When the flm is registered. 

A can set off his shares of the firm’s loss (Rs. 5,000) against his odicr 
income of Rs. 5,000, and will ntX be luble to pay any tax. 

B can carry forward for six assessment years his share of die firm's 
loss (Rs. 4,000; for se'Hjff against his future share of profits from the same 
firm. 

C IS no* liable to tax as his toul income is below the minimum taxable 

limit, 

(b) When the firm Is anreglslered. 

TliC nnregis*ered firm itself can carry forward its loss of Rs. 8,000 for 
5ix assessment years to be set off against its futarc income. 

/\ cannot set oil his share of the firm's loss against his other income. He 
will Uiercfore pay tax on foil Rs. 5,000. 

D cam ot cany forward his «hare of the firm's loss, and C is not liable 
to any tax. 

13, A, B and C are cqoal partners in a regislered firm, whose total 
income for ilie year ended 30th June 1945 amooffcd to Rs. 35,000, On 1st 
January 1946 A reured and D came loasa partner taking over A's sliare. 
Hit firm’s total income for the year coded 30di Jnne 1946 was Ri 48,000. 



140 


INCOMS-TAX 


Stale clearly how the assessment of ihe firm and its partners would be 
made for the financial years If)46 47 md 1947 48 respectively, assuminp that 
the partners have no other income. (Agra B. Lout 1943) 

(a) The assessment for 1946 47 would be made on the firm of B, C and 
D, because the firm is so constituted at the time of assessment , but the income 
of the firm for the previous year ended 30th June 194*1 having been determined, 
it would be divided for assessment purpose between A, B and C (and not 
between B, C and D), since it is A, B and C who were entitled to that 
income. 

A, B and C would each be assessed on Rs. 12,000, while D would pay 
no tax in respect of the firm's income for the year ended 30th June 1945 
because he did not receive anything out of it 

(b) Assuming that the firm’s income for the year ended 30th June 1946 
has been earned evenly throughout the period, the profits for the six months 
ended 1st January 1946 would be Rs- 24.003 and those for the remaining six 
months would also be the same. 

Thetefore for purposes of 1947-48 assessment, the total income of the firm 
of B, C and D would he allocated as follows : — 

A 
Rs. 

Profits for the first six months 
of the previous year ended 30ih 
June 1946 . 8,000 

Profits for the remaining six 
months 

80000 

and each partner would pay tax on his respective share of the firm's mcome, 

14. A, D and C are equal partners in a registered firm, whose loss for 
the year ended 30th September 1^5 is worked out at Rs. 15,030. The other 
taxable income of the partners for the same period is A Rt* 5,000 , 
B Rs. 7,000 C Rs. 4,000. 

On 1st February 1946 A retired and D came in as a partner taking over 
A’s share 

The firm's loss for the year ended 30lh September 1946 is Rs. 6,000, 
the partners having no other income for that period 

Show how assessments would be made for 1946 47 and 1947 48. 

(a) The as'-essraent for 1946 47 would be made on the firm of B, C and 
D. because rhe firm is so constituted at the time of assessment, but the loss 
.Iwwity’Jibiv'.JiKto JcwJvSKt jKonWheAlIncatfil hrlwcen A.. 3ACid CRs.3nQD 
each 

A can set oS his share of the firm's loss against his other income of 
Rs. 4,000 and will not therefore have to pay tax 

B having set off his share of the firm's loss again't his other income 
would have a total income of Rs, 2;000 and would not be liable to pay any 
tax. 

C would first set off R=. 4 000 cut cf his share of the firm's loss against 
his other income, and would then be entitled to carry forward the balance of 
loss (Rs 1,000) for six assessment years for setoff a,.air't Ins luture share of 
profits from the same firm 


B 

C 

D 

Rs 

Rs. 

Rs. 

8000 

8,000 

- 

8000 

8,000 

8,000 

16,000 

16.000 

8,000 
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A 

Rs. 

D 

Rs. 

C 

Rs. 

D 

Rs. 

500 

50) 

500 

- 

- 

1,500 

1500 

1,500 

500 

2.000 

2,000 

1,500 


SOLVED QDZSnOVS 

(b) Assuming that the firmS !oss forth© foor 
1<M6 « Rs. 1,500 and tliai for iht tctnammg ciph' months till 

IS Rs 4.500. then for purposes of IWr-JS assessment the lossol Rs. 6.000 
would firvt be assessed u^n B.C and D and would then be apportioned 
amongst the partners as loilows . — 


Loss for the first fonr months 
of the previous year ended 
30th September 19^ 

Loss for the remamit^ eight 
months of the prevjoos year 

Loss 

A, baling left the firm, has no right to carr\* forward his share of the 
firm’s loss, because a business loss can be cameii forward and set ofl only 
against the fn'ore profits of the same business. 

B, C and D each can carry forward his share of the firm’s loss for six 
assessment years. 

15» The following is the Profit & Loss \cconn* of Mr, Jamshcdji for tlie 
year ended 31 $* March 1947 

Rs. Rs* 

40.000 Gross Profit 5.00,000 

Profit on sale of machinery 50.000 

3000 

1.000 

10.000 
10.000 
6,000 


Salaries 

Allowance to widows of 
deceased employees 
Postage and telegno 
Secret commission 
Donation to Red Cress Fund 
Rent 

Staff pToviden* Fund contri* 
bntion 

Loss on <ale of investments 
Interest on capital 
Net Profit 


5.50.000 


550,000 


(a) The original cost of machinery sold during the year was 
Rs. 1,00.000 and depreciation allowed for incocae'tax putooses to da*e was 
Rs. 3)000 

(b) Mr. and Mrs. Jamshedji have a partnership business m which the 
assessable profit for 1947-tS assessment is determined at Rs. 6C.OOO as a 
registered firm. The whole capital of the firm has been cuntnbu‘ed by 
Mr. Jamshedji. The two partners share profits equally. 

(c) Mr. Jamshedji has made a revocable deed of settlement, the income 
from which for the 1947-48 assessment works out at Rs. 10,000 from 
dtviden Is. Under the settlement the whole income is to go to Mr». lamshcdji 
for her life. 

(d) Mr. lamshedjt has made another revocable deed of scflcment, 
whose income for the 1947-48 assessment works out at Rs. 15,000 from 
dividends. Under tlus settlement, the whole m&imc is to be enyoyed by the 
three children of the settlor all ot whom are mmors. 
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IHCOUE'TAX 


Prepare the respective tax liabilities of Mr, Jamshedji. Mrs. Jamshedji, 
and the trustees (oi the minor children for the assessment year 1947-48. 

'/?. A. Final 1944). 


Rs. Rs. 

Profit as per Profit & Loss Arcoont . 3,70,000 

Add Expenditnie not allowed ; 

Secret commission 10,000 

Donation to Red Cross Fond 10,000 

Loss on sale of investments 1,00,000 

Interest on capital 5,000 1,25,000 


4,95,000 

apital gam on sale of machinery being excess of 

sale price over the cost ... 20.000 


Taxable profits 4,75.000 


Note. The written down value of machinery sold is Rs, 70,000. It must 
have been sold lor Us 1,20,000 m order to make a profit of Us» 50,000. Now 
out of this Rs 50.000, Rs, 20,000 is capitil (tain according to the provisious of 
section 10 (2) (vii) relating to obsolescence loss. 

This capital gam of Rs* 20,000 will be set off against the capital loss of 
Rs 1 00 000 on the sale of investments, and the remaining loss of Rs* 60,000 
will be carried forward for set*ofr against the future capital guns for six years, 

Mr, jAinshedil’s tax lUbtlity for 1947-48 tssessment 

1 Busmess Profits of hit own basmess 

Profits from registered firm ... 

2. Other sources : 

Wife's share of registered firm's profits 

Income from the two settlements 


Total Income 

Earned inrxvme allowance 

Taxable Income 


Rs. 

4,75.000 

30.000 

30.000 

25.000 


5.60.000 
4.000 

5.56.000 


Note*— It IS assumed that id the case of both tbe settlemeuts the assets 
remain the property of the settlor and it is only the income that is settled In 
these cjiLumstances Mrs. Jamshed)r and tbe miooT children viill not be liable 
to nx. 

If, on the other hand, it is assumed that both the assets and their income 
are «etlled on the beneficiaries then in tbe first casp the dividend income of 
Rs 10,000 will be deemed to be the income of Mrs. Jamshedji provided the 
settlement is not revocable during her lifetime and Mr. Jamshedji receives no 
benefit direct or indirect. 

In the ra'e of the =ecoiid settlement, even when it is the settlement of 
assets as well as income, ihe income of Rs 15,000 Will be deemed to be the 
income of Mr Jamshedji and not ibat of minor children, hecsose the settlement 
IS a revocable one* 



Solved questions 

16. Mr. anJ Mrs. Vikajj trade in tlic name of Vera & Co., whose Profit 
& Loss Account for the year ended 31st March 1947 ts given hclow 

Salaries and wages 
Trade expenses 
Postage and telegrams 
Rent 

Loss on sale of machinery . 

Repairs and replacements ... 

Loss by cmbczilcnivnt 
Bonus to employees 
Commission 
Net Profit : 

Mr. Vikaji 1,00,000 

Mrs. Vikaji l^O.OfJO 


(a) The loss nf Rs. RO^OOO on sale oC madtincty is arrived at as follows 

Rs. 

Original cost of machinery ... 2 00,000 

Less Sale proceeds ihercol ... 1,20,000 

Loss 80,000 


On tins machinery depreciation allowed for income tax purposes up to 
the date of sale was Rs. 50,000. 

(b) Mr. and Mrs. Vikaji have made a revoca’de deed of settlement, the 
income from which is to go to their only sou Rustomji, who is doing his 
separate business from which he has earned Rs. 30.030. Tiic income from 
dividends under this settlement ts Rs. 10.000. Rustomji is 29 years of age. 

(c) Mr. and Mrs. Vikaji have made an irrevocable settlement in which 
they arc the trustees and also the life tenants enjoying the income of the trust 
in equal shares, which for the year ended 31st March 1947 was Rs. 20,000 
from dividends. The trustees were empowered to make changes in the 
investments of the trust, and on account of such changes there was a profit 
of Rs. 30,000 made during the year. 

(<J) Mr. Vikaji during the year suffered a loss of Rs. 10,000 in cotton 
business carried on in Indore State. 

(c) Mrs. Vikaji during the year earned a profit of Rs. 5,000 in silver 
business done in Daroda State, winch amcnint was not brought into British 
India, 

Prepare the respective lax liabilities of Mr. Vikaji, Mrs. Vikaji and 
Mr. Rustomji for the assessment year 1947-48. Do not calculate die actual 
amount of tax payable, and state in the form of footnotes any assumptions 
you may have made m your answer. (n, a, Ptnal 1945). 


Profit as per Profit fit Loss Account 

Add loss on sale of machinery 


/ Rs. 

• 3.00.000 
80.000 

Less Obsolescence allowance 

Tax-free interest on securities 

30.000 

20.000 

3.80.(X)0 

50.000 


Taxable income from business 3^0,000 


Rs. 


Rs. 

50.000 

Gross Profit 

. 4,80,000 

10,000 

Intcrc«,t from tax-free 

. 20.000 

1,000 

10.000 

80,000 

25,000 

9.000 

10.000 
5.000 

government securities .. 

3,00,000 

5.00.000 


5.00,000 
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IKCOME-TAX 


Mr, ViKajI’s tax liability for 1947-^8 assessment. 

Rs. 

1. Interest on securities • Tax free own share ... 10,000 

2. Business half share of firm’s profit assumed to be a 

registered one . .. 1,65,000 

3 Other sources 

Wife's share of tax free interest on securities 10,000 

Wife s share of registered firm's profits 1,65,000 

Income from sctdemcm in favour of Rastomji 10,000 

Income from trust in favour of both Mr* and Mrs- Vihaji 50,000 


Total Income 4,10,000 

Earned Income allowance 4,000 


Taxable income 4,06,000 


Mr. Ruatomji's total income is Rs. 30,000 on which he will get an earned 
income allowanci. of Rs. 4,000. He will therefore pay tax cniy on Rs. 26,000. 

It IS assumed that in both the settlements it is the income that is trans 
ferred and not the assits- 

Mrs. Vikaji s Sliver business profit of Rs, 5,000 made m Baroda State 
will be set off against Mr. Vikaji's cotton loss sustained m Indore Stitc, and 
the balance of his loss not so set off (Rs. 5.000^ will be carried forward for 
being set off against the profits of f)is Indore cotton business. 


17. The Profit & Loss Account of Vikaji for the year ended 31st March 

1947 was as under .— 




Rs. 

Rs. 

Salaries 

1,57.500 Gross Profit 

3,57,000 

General charges 

4,500 Bank deposit intetest 

1 530 

Ground rent 

800 Dividends (act) 

.. 3,960 

Rates 

5.000 


Municipal tax on business 



premises 

2.500 


Repairs to premises 

3.750 


Carriage 

7.010 


Advertising 

4300 


Discounts and bad debts 

6.430 


Bad Debts Reserve 

1.350 


Subscriptions 

120 


Patent royalties 

500 


Interest on mortgage 

1200 


Interest on capital 

9,000 


Net Profit 

1,58,530 



3,62,490 

3.62,490 


After taking the following information into account, you are required to 
prepare computation of Vikaji's assessment for the assessment ye.ir 1947-48 
You arc not required to calculate the amount of income tax and super tax. 

1. Salaries include Rs 16,030 on account of Vikaji's salary. 

2 General charges inclnde (a) Rs 260 legal expenses re purchase of 
business premises , (b) Rs. 360 legal expenses re debt collecting , and (c) 
Rs» 210 legal expenses re employment agreements with travellers, 

3- The business premises are owned by Vikaju 

4. Repairs to premises include Rs. 1,750 in respect or improvements. 
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5 Advertising comprises Rs. 3,000 cost of permanent signs and 
Rs. 1^00 insertions in trade papers. 

6 Sob*cripUonsconsi‘^ of Rs 50 to a local hospital, Rs. 40 chtrily and 
Rs. 30 to a trade association. 

7 . Vikaji created an irrevocable tmst on 1st April 1946 whereby he 
settled shares of the value of Rs. 500,000 and a house property of the value 
of Rs. 3 00,030, Ae income of which is to go to his wife tor her life, and after 
her death to Vjkaji if he survived her. The trost income was dividends gross 
Rs 20 000 and property income Rs lO/KX) At the date of the assessment 


for 1947-48 bc’b the husband and the wile are alive. 

8 Vikaji’s other income was as follows . — Rs 

(a) Loss in silver speculation in Bombay ... 20,000 

(b) Easiness mcome m Baroda State not brought into 

British India . 30.000 

(c) Dividend from companies registered m Hyderabad 

State and deposited there in a bank 20.000 

(d) Loss in cotton speculation m Indore 15,000 

He paid life insurance premiums amounting to Rs. 8,000. 

{R.A.pmal }D40) 
Rs. 

Proft as per profit & Loss Account 1,58,530 

i4(fl expenditure not allowed 

Proprietor's salary 16 000 

Legal expenses bcingcapital expeoditore 2^ 

Om of building improvements .. 1,7^ 

Advertising being capiul expenditure SWO 

Charitable subscriptions ^ 

Bad debts reserve 13j0 

Interest ou capital . 9,000 31,450 


Less Dividends 


Taxable income from business 
Vlkajl‘8 Assessment Tor 1947-48. 

British Indian Income t 
1 Business profits 
2- Other sources . 

Dividends gross 
Wife's mcome 

Less Loss in silver spccoUtioo in Bombay 
Fortign Income i 

Uiircmitted Indian State incoue in excess 
of Rs. 4,500 , 45 5 qq 

Less Loss m an Indian Slate IS'.OOO 


Total Income 

Earned income allowance 


3.960 


Rs. 

1.86.020 

5.760 

30.000 

2.21.780 

10.000 

2.11.780 


30,500 

2,-12.280 

4«X) 

2,^,280 


19 


Taxable Income 
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tSCOME'TAX 


The amount of tax payable by him will l)c that on Rs 2,38,280 Jess 
Rs 1,8C0 income tax collected at source on dividends and less a rebate 
of income tax on life insurance premium amountin? to R«^ 6,000 
and a rebate of L( ih income tax and super tax cn the unrcmitted Indian 
State income of R-. 30,5C0 


18. Given beJow is the Profit & Loss Account of a limited company for 
the year ended 31st March 1947 . — 


Salaries and bonus 
Office rent 

Fire insurance premium 
Postage and stationery 
General charges 
Reserve for Depreciation 
Income Tax 
Provision for Taxation 
Net profit 


Rs. 


Rs 

1.00000 

Gloss Profit 

. SOO.'OO 

lO.OCO 

Interest 

10 000 

10 000 

Profit on ‘ lie of 


10.000 

Shares 

25 000 

20 000 
25 000 
50,000 
200000 
1.10 COO 
535000 


5,35,000 


You are required to prepare a stitcroem sliowing tin nxnbic income o1 
the compaiw after considering the foHowing — 

(a) Gencr il charges includeil Rs. 5.(XK) for advcriising , Rs. IjOOO for 
charity , Rs 2,000 piid to a motor c ir company for i xchangmg the < Id car for 
I new one , and Rs. 5,000 for miscellaneous repairs 

(b) Tlic depreciation admissible to the comp'tny is worked out at Rs. 
15 000 on) 

(c) ^le shares held by the company were sold in May 1946) and the 
company contends that they were purchased in 1925, an 1 it is no part of its 
business to deal m sliarcs 

(U) Tlie depreciation reserve was separately invested m securities, 
and an amount ol Rs. 20,000 derived therefrom was directly credited to 
till Reserve Account without being shown in the Profit & Loss Account. 

[Agra M. Com, JQ4S) 


Profit as per Profit & Loss Account 1,10000 

A<l,l Expenditure disalli wed 

Chaiiiy l/XX) 

Ml tor car purchased 2,000 

Reserve for deprreiation 25 000 

Income Tax 50 000 


Pre vision for taxation 2,00,000 2,78 000 

3 88 000 

1 ess Lxpcnditure allowed 

Depreci ition allowable 15 ,000 

STdljOU 

Aild Interest on securities not sliowti m the Profit 

& Loss Account 20000 

3193^)00 

Less Capital gain on sale of shares 25,000 

Taxable meome from business 3 68 000 
Taxable capital gams . 25 ,000 

Total Income of iJie company 3,93,000 
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19. The following is the Proftt & Loss Acrount of a sugar mill company 


for the year cndcil 30th June 1946 

•- 




Rs. 


Rs. 

S’oeks on 1-7-1945 

2.85,000 

Sales 

8.50,375 

Cane used 

5.25.000 

Stocks on 31-6-1946 

5.35,280 

Manufacturing Expenses 

1,14.372 

Dividends 

2.000 

Excise duty 

1.85.000 

Intcrc^ on investments 

9.365 

Establishment ... 

75,850 

Rent from farms land 

450 

Genera! charges 

37.809 

Rent from staff quarters 

4.200 

Markcfng 

5,684 

Net Loss 

22,545 

Repairs, and renewals 

18,000 



Director-.' fees 

5,000 



Managing Agents’ remuneration 

60,000 



Depreciation 

75.0U0 



Income-Tax 

37,500 




14.24.215 14.24,215 


Prepare the company’s assessment lor 1047-48 after taking the following 
informatiotrinto account 

I. Cane used inclodcs Rs. 62,000 being the cost of cane grown on the 
company's own agncultoral farm, the average market price of the same being 
Rs. 75.000. 

2> General charges include Rs. 1,500 coniriboted towards the building 
of a dharmshala. 

3< Rs 2,100 being the cost of replacemcn* of rollers, Rs, 8,500 for 
additions to railway siding, and Rs. 1.500 repairs to staff quarters have been 
charged to repairs and renewals account. 

4. The admissible depreciation is Worked out at Rs. 61 ,200, 

5. Sugar worth Rs. 101 was given away free to an orphanage, 

6. The investments are all m government securities. 


Rs. 


Less as per Profit & Loss Account 

Add Expenditure not allowed : 

Charity for dharamshala 

Addition to railway siding 

Repairs to staff quarters 

Sugar given away free 

Depreciation charged 

1.500 

8.500 
1500 

101 

75,000 

-22.545 


Income-tax ... 

37500 

1,24,101 

1,01,556 

Less 

Expenditure allowed : Depreciation 


61,200 

Less 

Agricultural income from cane supplied 
Dividends 

Interest on securities 

Rent from farm land 

13.000 

2.000 
9.365 

450 

40556 


Rent from staff quarters 

4^00 

29.015 


Taxable income from 

business 

11,341 
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n. COME TAX 


Cofflpxay’s Atsessmort for 1M7«46 

1 Interes* on <tecnnties (income-tax dcdoc ed there- 
from being Rs. 4,255-13^)) 

2. Proper*y income Annna) ren- 4,200 

Less cne TOO 


Rs, 

13,621 

3,500 


3. Easiness profe 11341 

5. Dividends gross (incoine<ax thereon being 

Rs300-l-0j 2.909 


Total Income of the company 31371 


Income-tax on total income at 5 annas 

9,803 

7 

0 

Corporation tax on total income at 2 annas 

3.921 

6 

0 

Additiona! super-tax assumed to be ml 





13.724 

13 

0 

Less income-tax collected at source 

-5,165 

14 

0 

Tax payatJe 

... 8358 

15 

0 


20. ht. N Ltd. a foreign association of France carrying on business in 
British India has been declared b} the Central Board oi Revenue to be a 
company for the purposes of the Indian focome'Tax Acs. Dnnng the year 
endro Slst March 1S47 this association had the foEcnemg income **- 

Rs. 

1. Banking profit at Calcnna ^,750 

2. Dividend income (t.ro3s) from a rupee company of 

^mbay 2,^0 

3. Agricolraral income in the Panjab 2,000 

4. Bankmg profit m France retained lO France 25,000 

& Income from a landed property in South Africa not 

brought into British India 4,000 

Prepare the company’s assessment for 1947-48 and determine the tax 
payable. 

{Incotnc'Tai Dcparirncnfal 19i0) 
Assessment for I947'48. 


British Indian locnme i 

Banking profit at Calcu'ta 
Dividends gross 

Foreign income < 

Banking pro^t in France 
Property income is \fnca 


Less Statutory allowance 


Rs. Rs. 


25,750 

2350 

28,000 

25,000 

4000 


29000 

4 500 

24 50) 

52,500 


Total In'-omi 
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Amount of income Ux at 5 anms 
Aiimunt of super u\ at 2 anon (assummi; tltal no 
di\ tdend on ordimr/ slwrc^ bttn paiu) 


Lei% iDConjc tax already cullcctcd at source on 
dividends 


Tax layabtc 


16.4C0 

4 

6,562 

8 

22.963 

12 

703 

2 

22.265 

10 


NOTL-l or tlie purpose ol dclemiming ilie fc«iid«ice of tlie cunipmj. 
lifitish InJinn income (nicluJim: l»s Vu«nb nKncuUnr-if mvome) Us- 3U.U00. 
Us foteiKu income IS only Ks. i9.(KKl I herefore die tompitty is an orJmiry 
jesiJeut, bec-iuse us Utuish Indian income is greater iluti its foieiRU incoinL. 

21. From the following information compute the company's total income 
for the 1947-48 assessment year — 

Profit & Loss Account for the year ended 30th June 1946. 


Opening Stock 
Cane purchased 
Manufacturing cxiwnscs 
Salaries and wages 
Stores consumed 
General charges 
Commission and brukcrag 
Interest on loan 
Uireciors* feis 
Auditors' fees 
Taxes 

Dad debts and reserve for 
bad debts 
Depreciation 
Ualance c/d. 


Managing director's remu- 
raration at IO®/o 
Reserve 

Provision for Dividend 
Carry forward 


Rs. 

52.400 Sale of sugar, molasses, 
4.69.200 etc. 

2.56.300 Closing Stock 
25.200 
40.600 
8.S00 

36.400 
9,000 
5500 

700 

4,300 

29.605 

64,800 

126.000 


10,58,400 

76,100 


11.34500 


11.34,500 


12.600 


Dalaiutc b/f freru previous 
year 

75.000 Dalancc b/d. 

30.000 
16,600 

154.200 


8,200 

1,26,000 


1 ,34,200 

1. Rs, 10,000 on account of a liability foregone by a creditor to whom 
uie sum was due by way of commission charged by the company in the revc- 

nuc accounts of preceding years and Rs. 30.000 on account of speculahon 
profi s have been earned to a special reserve. It is claimed that s^culation 
IS not the regular business of the company 

tr.i ,^^"‘««‘Qtlwagi.s include Rs, 2,000 on account of company’s con- 
itibuuon to an ijorcco».nistd provident fund. ‘ ^ 

ibp/s.*^ charges include (a) Rs. 500 donation to a hospital where 

the company s employees are treated free. {b)Rs, 1,000 subscriixion to the 
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INCOMP-TAX 


Sujar Syndicate who«c object js to regulate «ugar sale prices, and (c) Rs. 1,600 
commis ion tu a broker for arranging a l(»n for the company. 

4. Commission and brokerage include Rs. 10,000 on account of secret 
comission disbursed through the managing director. The company is 
prepared to satisfy the income tax authorities in every respect except 
furnishing the names of payees as such disclosure would be detrimental to its 
business. 

5. Taxes are entirely on account of sales tax levied by the Provincial 
Government 

6. The amount reserved for bad debts amounts to R«. 15,000. 

7 The interest on loan has been paid to a banker of Bikaner State. The 
company has not deducted any tax because according to the terms of contract 
made in the State the creditor is entitled to receive the full amount of interest 
without any tax deduction. 

8 The depreciation allowable is Rs. 35,600 

{income Tax Departmental 1941’adapted), 


Profit as per Profit & Loss Account 
\.dd Expenditure disallowed 

Contribution to unrecognised provident jund 2,000 
Brokerage for a loan taken 1,600 

Secret commission . 10,000 

Bad debts reserve , 15,000 

Interest paid in Bikaner State 9,000 

Depreciation charged .. 64,800 


1,26,000 


1,02,400 


Z.i,ss Expcditure allowed 

Managing director's commission 
Depreciation 


2,28,400 

12,600 

55,800 68,400 


\dd Income umitted from the Profit & Loss Account, i. e., 
amount foregone by a creditor 


1,60,000 

10,000 


Taxable income from business , 1,70,000 

Capital gain .. 30,000 


Total Income of the company .. 2,00,000 


Noh. —Speculation profit is taken to bo a capital gam, since speculation 
IS not the regular business of the company. 

22. The following is the Profit & Loss Account of a company engaged in 
manufacture of hosiery : — 


Profits & Loss Acconnt for the year ended 3lsf March 1947. 



Rs 


Rs. 

Opening Stock 

5,000 

Sales 

2.80.C00 

Yarn consumed at cost 

74,000 

Closing Stock 

36,000 

Manufacturing charges 

1,16,000 

Interest on securities 


Repairs 

16,000 

(net) 

1,320 

Establishment 

3,000 

Other interest 

1,180 

Postage and telegrams 

300 



Printing and stationery 

200 



Advertising 

4,500 



Travelling 

3.000 
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Audit 500 

Sundries 1 500 

locome-Tax 2 000 

Loss on sale of electric 
motor 1 000 

Depreciation of securities 2 500 

Goodwill written off 10.CO0 

Block Improvement Re<er\ e 10000 
Net Profit 24 0 00 

3 18 500 3 18 500 

After ukmg the following mavers into account compu c the companj s 
total income — 

1 The company has all along valued its slocks at cost. The closing 
etock of Rs. 36 000 has also been valned a cos- The op“ning s ock of Rs. 
50 000, if \ alued at cos*, t^ould have been Rs. 30,000 and indeed in the 
BalanceShec on 31st March 1^46 ihe clos ng «tock uas shonnasRs 30000 
nh ch was accepted for assessment porposcs. As the market price of hosier) 
has increased considerably the s ock as on 1st April 1946 has been revalucl 
at estimated sclhrg price m order to avo d inffi ed profi s being sIior n 

2. Rej airs inclnde an amount of Rs 12 OCO being the cost of ex cnsion 
to buildings made in April June 1946 the ex cnsion being used as office and 
godowtu 

3. Advertising tucludes Rs. 3 000 being the cost of a permanen 
fixture on the lop ol the fac ory buiHing for gi\ ing demons ration by him 
slides of the vaiious proccs<es of manofacurc employed in the factory 

4 Sundries include Rs, 1 000 being counsel s fees fur conducting an 
appeal before the Income Tax \ppclla cTriVanal 

5 The old electric mo or. whose cost was Rs. 16,000 and wnttendown 
value Rs. 14 000 was sold during the year for Rs 13 OOO , and a new motor 
was purchased fur Rs 20 000* 

6. TBc admiss blc normal deprccia ion IS worked out at Rs. 19 740 

{income Tax £>rp<ir/mc«frtl 19-12 adapted) 


Profit as per Profit &. Loss Account 


24 COO 

AJJ ExTCQditurc disallowed* 

Overvaluation of opening s ock 

20000 


Building extension 

12 000 


Adwrtismg being capital cxpcndimre .. 

3 000 


Connsel s fees 

1,000 


Income tax 

2000 


Depreciation of secunties 

2,500 


Go^will written off 

10 000 


Block Improvement Reserve 

10000 

GO 500 



84 500 

Lets Expenditure allowed 

Normal depreciation 

19 740 


Iniaal depreciation for new building 

a 15% 

1800 


Initial deprcciaticn for electric motor .. 

4000 

25 540 



58.960 

Less Interest on securities 


1,320 

Taxable iniximc from business 


57 640 

Imercst on secnritics gross 


1 920 

Total Income of company 


59 560 
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23. The Pruiit & Loss Account of a cotton mill company for the year 
31st December 1946 is as follows: — 



Rs. 


Rs. 

Stock at the beginning of 


Sale of cloth, yarn an J waste 40.00.000 

the )ear 

900000 

Lss Reserve for selling 


Parcha«es of cotton, yarn. 


commission 

2,00.000 

etc. 

12.00000 



Coal, fool and oil 

1.20000 


38,00,000 

Stores Cl n<iuraed 

2 40.000 



Wages and salaries 

600.000 

S'oek at the end of the year 

14,00.000 

Gross Profit 

21,40.000 




52,00,000 


52.00.000 


- T-=-. 



Establishment 

50000 

Gross Profit 

21.40,000 

Mg. Director’s commission 

1.07,000 

Sale proceeds of old 


Rent, Rates and Taxes 

23.000 

accounting machines 


Repairs and replacements 

2,50.000 

(cost Rs. 3 000) felly 


Travelling, audit, postage. 


depreciated in 1944 

4,000 

and geticr*! charges 

12.000 

Bad debts wntlcu off in 


Reserve for Taxation 

2.W.00O 

earlier years and allowed 


Law charges 

13.000 

in past assessments 


A<5vemsmg 

10 000 

recovered 

16 000 

Printing and stationery 

2.000 

Double income tax relief 

10 000 

Depreciation 

5.65.000 



Comusgeocy, Reserve 

1,50.000 



Insurance Rcscr%’c 

75.0C0 



Mill Improvement Reserve 

2,00,000 



General Re-serve 

3.00.000 



Stock of cle>th burnt by fire 

30,000 



Net Profit 

1,33.000 




21,70,000 


21.70.000 


From the above aceonnt and the subjoined information compote the 
company's total income for {fee 1947-4S assessment year; — 

1, The company’s articles of association provide for a reserve being 
made for selling commission at cf sales. The actual expenditure on 
commi'cion is paid cut of the reserve which amounted to Rs, 1,50,000 on 
31st December 1945 and to Rs 2,75.000 on 31st December 1946. 

2. The stock of manufactured goods at the end of the year has been 
valued at market rate which was in excess of the cost by Rs. 2,00, OOtt The 
stocks of manufactured gc»ds, raw materials, stores and stocks m process at 
the commencement of 'he year were all valued at cost which was lower than 
the market rate. 

3 The commission c f Rs. 1,07,000 paid to the managing director was 
in consideration of a loan of Rs. 2 ,00,000 advanced by him, the stipulation 
being tha* he would be entitled to a commission of 5'’/o on gross profit subject 
to a minimum of 5"^ on the loan. 

4. Rent, rates and taxes include Rs. 2,000 being income-tax, on staff 
salaries deducted from the salaries, the net salaries being shown under the 
head 'Establishment'. 

5. General charges include Diwali and mahurat expenses of Rs. 500 

each. 

6. Law charges inclode Rs. 10.000 being compromise money paid to a 
shareholder wbj threatened to bring a suit against the managing director for 
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appropriating a large part of the company's profit by way of commission on 
gross profit. 

7. Advertising represents 5vc years* charges for the years 1946 to 1950 
paid to a newspaper. 

8. There was no insurance cover for the smek burnt. The stock was 
purchased m the year 1945, bn he cos* i> a« incladed in the purchases nor 
m tlie closing stotjv. 

9. The in'unince reserve was Rs. 1,00, 00-1 on 31st December 1946 as 
irainsi Rs 75000 on 31st December 1945 

10. On 31'* Dectmber 1946 the wntten-down values of machinery, 

ficur-. ‘ uildings .nd nm factorr buildings were Rs. 45 00,000 . Rs. 9,50,000 
a-'d Rs. 1, 95,000 rcspectAcly. The rates of depreciation on these assits are 
IL^j, 5® and 2\° {Inconn. Tiix D,.partmentijl 1943 — adaph-d). 


Profit as per Profit & Loss Account 
Add Expenoiturc not allowed » 

Reserve for selling commission 2,00,000 

Excess commission to managuig dircciof 7,000 

Excess rent, rates and uxes 2,000 

Excels Diwah and Maliorat cxpCDSCs 600 

Le?al charges being capita! expenditure 10,000 

Excess advertising BSXX) 

Stock burnt by f^e 30,000 

Insurance reserve 75,000 

Taxation reserve 2,50,000 

Depreciation charged 5,65,000 

Contingency reserve 1,50,000 

JIill iinprosemcot reserve 2,00,000 

General reserve 3,00,000 


Rs 

1,33,000 


17,97.600 


L(.ss Expenditure allowed : 
Selling commission 
Salaries undercharged 
Insurance expenditure 
Depreciation allowed 


19.30,600 

75.000* 

2,000 

sn nnf>» 

5.02’,375 659,375 


13.01.225 

Less Adjustment on nccount of the overvaluation of closmg stock 2,00,000 


11.01525 

Liss Double uxa.ioa relief being income not taxable 10,000 


Less Capital profit on sale of accounting machines 


1051.225 

1.000 


Total Income of the company 10,90,225 


The capi'at gam ol Rs. 1,090 will be totally ignored, because capital 
{ rofits which do not exceed Rs. 15500 are absolutely exempe 

The two figures marked With an aster^k above, namely, selling com 
mis«ion and insurance expenditure, have been arrived at as under t— 

20 
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Reserve for ScBlng Commfsslon 



Rs. 


Rs. 

To Commission actually paid 

By Balance b/d. 

1,50,000 

during the year 

75,000 

By P. & L. \ccount 

2,00,000 

To Balance c/d. 

2.75000 


3,50,000 


3.50,000 


Reserve tor 

Insurance 



Rs. 


Rs. 

To Insurance actually paid 


By Balance b/d. 

76,000 

during the year 

50,000 

By P. & L, Account 

75,000 

To Balance c/d 

1,00,000 


1,50,000 


1,50,000 

24. The Profit & Loss Account of 

a company for the year 

ended 30th 

September 1W6 is given below : 



Rs. 


Rs. 

Openmg Stock 

3.00.00C 

Sate of sugar and 

Canc purchased, canc 


molasses 

21,00,000 

cess & transport 

8,50.000 

Closing Sinck (after 

Cane royalty 

1,00.000 

deducting Rs. 1,00,000 


Manufacturing Expense^ 

4,50,000 

for estimated loss on 


Gross Profit 

9.00,000 

deterioration of qualify 

5,00,000 


26,00,000 


26,00,000 

Establishment 

Charges general, rent, 

25000 

Gross Profit 

9,00,000 

rates & taxes audit, 




travelling, postage, etc. 
Repairs & Replacements 

15.000 

85.000 



Law chatges 

15,000 



Depreciation 

1.50.000 



Taxation Reserves 

2,00.000 



Net Profit 

4,10,000 




9.00.000 


9.00,000 


Determine the total income of and the taxes payable by the company 
for the assessment year 1947-48 aller taking the following information into 
consideration . — 

1. A dividend of Rs 2,00,000 was declared on 2nd February 1947 m 
respect of the profits for the year ended 30-9-1SM6, Section 23-A does not 
apply to the company. 

2. Both opening and closing s'oeks, before deduction of the estimated 
loss on deterioration from the laver, are valued at cost which is lower than 
the market price plus excise duty appli able to the stocks. 

3 The enure canc supplies were purchased from an allied company 
u the price fixed by Government plus a total surcharge of Rs. 50,000 to enable 
the allied company t ) meet the cost of irrigation. 

4 Manufacmring expenses include excise duty Rs. 1,00,000 and a snm 
of Rs 50 0 0 being the difference in the price of coal for the last three years 
decided by an order of the court m January 1947. 
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ProUts & Loss Acceont for the year 1946 



Rs. 



Rs 

Salaries and Wages 

36 000 

Commission 


2^0000 

Compensation 

50^00 

Overdue Interest 



Law Charges 

10000 

from Debtors 

6000 


Depreciation Reserve 

2000 

Less Reserve for 



Rent Rates and Taxes 

9000 

Bab Debts 

3000 

3 000 

Reserve for Taxes 

35000 

Profit on sale of 




General Charges 

53 000 

machinery 


57 000 

Profit carried to B/S 

80000 

Refund of E P T 


15 000 


275 OGO 



275000 


Compote the to a) income of the company for the assessment year 
1947 48 after taking the following matters in'o consideration — 

1 Furniture The written down value on the basis of which deprccia 
tian was allowed for 194647 assessment was Rs 6000 The rate of 
depreciation allowable is 6'' 

2 Motor-car The car was purchased on 1 1 1945 for Rs 10 000 nnd 
sold on 1 1 1946 for Rs 11 000 The rate of depicent on allowed in 1946 47 
assessment was 20% 

3 O her Finarce This includes Rs 2 000 being a part of the 
coaitnissiLn earned during the year 1946 reserved ior employees' welfare 
purposes 

4 Monager s coramiss on Out of Rs 79OC0 due to the Head Office 
on 31 12 1945 Rs 9 000 was paid as manigei s comm ssion for 1945 and 
Rs 64 000 was teisitted to Head Office The commiss on I ecomes due only 
after Its sanct on by tic company s general meeting which is held usually 
Six months after the close oi the year for which it is paid 

5 Profit oo sale of machinery Expec ing a rise in the market price 
of the machine parts sold by the compaiw for its principal the company s 
Dn ish India branch itself parcha«cd s me of them at the price fixed by the 
pr ncipal and made the above proh It is claimed that this being an isolated 
transaction the profit is not taxable 

6 Salaries and wages includes dearness allowance of Rs 3 000 

7 Compensation Rs. 50000 This was paid to the principal on an 
awird by a court for infringing, the secrecy agreement in respect of certain 
machine pal ts the formulae for which were aiscicsed by the assessee to a 
third party who was carrying on certain experiments for the manufacture of 
similar parts at the instance of the assessee 

8 The law charges were alJ incurred in defendin„ the above suit 

9 Rent rates and taxes includi. saUmi of Rs 5000 for a 20 years 
least < l it c premises used for the business 

10 General cl arges include Rs 7 SCO paid to a company for carrying 
<n in experiment for maaufactuiing certain machine par s for the asscsset 

11 Tit pi (ns earned by the assesses outside British India computed 
iccordiog to the provisions of the Income Tax Act arc Rs 1 00 000. 

{h come Tax Depart! c itnl 1945 adapted) 


Rs. 

Profit as per Profit & Loss Account 80 000 

Add Expend turt not allowed 

Compel sail n being capital expend tare 50 000 

Law charges being capital expend lurc 10 000 

Salami for a least 5 000 

Research txpcnditurt 7 ^00 
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Deprecia’ioo reserve 
Reserve for taxes 
Reserve for bad debts 


2,000 

35,000 

3,000 

1.12500 




1,92,500 

l^ss Expenditaie admis'ible • 
Depreciation : 

Fartnmre normal 

JI itor-car initial 
Jlotor-car normal 

338 

1.200 

1200 

2.735 


Manager’s commission 


9,000 

11,733 




1.80.762 

Add Taxable profit (apart from capital profit) 
on the sale of motor-car 

Commission not shown id tlie Profit fit Loss 
Acconnt 

2.CD0 

2,000 

4,000 

British Indian locomc from bnsines* 

A Jd Foreign income in exet^ss ol Rs. 4^00 


1 81,762 
95,500 

Total Income of the companv 


2.80262 


Kote mo'e tbnn hnU r-f J*!* c'irrpirT « t" nl inc'''r» >ii* earnsd 
in Dnttc!i Irc5 n, il i< an rrtjmnn resident <■' I'ni >•» Indn. 


26. The follcra-iQ? is the Profit & Loss \ccjuot of a coal coaipaaj for 
tlie year ended 31*4 December 19^5.— 



Rs. 


Rb. 

Opening SmcL 

4,00,000 

Sales* f oal 

20,00.000 

Coal raising 

8,00,000 

Cly>in • S"5ck 

5.00.000 

Salaries and Wages 

8‘J.OOO 



Royalty based on raisings 

2.00.000 



Clurges general 

bO.003 



Legal charges 

10.000 



War risk msarance premiom 

1.000 



Brokerage 

10,000 



Trade License 

100 



Andit fee 

900 



Water Board Cess (depend- 




ent on despatch of coal) 

500 



Road Cess (assessed on the 




basis of profits) 

300 



Workmen’s compensation in 




snrance premmm 

200 



Balance c ^ 

9.47.CW) 




^,00.000 


23,00.000 

Managing Agents’ commis- 


Balance b/d. 

9.47,000 

sion 

47,KO 

Intcre< on secnnties 


Directors’ fees 

19200 

n« after paying Rs, 50 


Loss on sale of investments 

14250 

bank charges 

6,700 
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Loss suffered m an Indian 
slate from a colliery there 
Depreciation 

Taxation Reserve 

Dividend Reserve 

Bilance to B S 

45000 

1 00000 
dOOOOO 
200 000 
237 700 

Bonus received form Govern 
ment for increased pro 
duction 10 000 


963 700 

9 63 700 


\f(er taking the foHawing information mto account conpute the 
company s total income for the financial year 1946-47 — 

1 Both opening and closing stocks according to the company’s prac 
tice are valued at 2Q'’j(, below cost 

2 Charges general nclade (a) Rs 25000 being the cost of pucca 

protective embankment agam^ flood and (b) 1 COO being the cxpendi 

mro on scientific research for improving the quality of coke The company 
had claimed an expenditure of Rs 1 000 on scientific research incurred 
durii g 1944 which was disallowed in the as essment for 1945-46 

d Legal charges represent the cost ol defending a suit regarding the 
company s title to the miti ng rights in the collieries worked by the company 

4 balarics and wages include (a) contribution of Ks 1 000 to an 
appruvea superannuation fund and (b) a pension of Rs 3 OOO paid out of the 
said fund to a retired manager 

5 Brokerage includes Rs 5 000 for selling shares of the compa^ 

6 Audit fees include Rs 500 for preparing statements for B P T 
assessment 

7 D rectors fees nictoOc Rs 1$ 000 paid to a director for a trip to the 
U K to s udy up-to dace mining methods 

8 Rs 40000 recovered irom bad debts (already allowed iR the 1942-43 
sessraent) was transferred t Labour Welfare Fund 

9 Assume chat the depreciation allowance m respect of all assets 
oxc pt a new acldit on of Rs 2 00 000 made to machinery m May 1945 is 
Rs 75 000 For the new add tion the normal rate is 10% It was added on 
Isi January 1945 

10 The E P T payable cn the profits of iht year 1945 is Rs 4 00 000 

{Itieowe Tax Departmental 194G adapted 


Rs 


Profit as per Profit & Loss Account 
\dd Expenditure disallowed 

25000 

2 37 700 

Cost of embankment 


Legal charges 

10 000 


Pension paid 

3 000 


Brokerage for selling sliates 

5000 


Audit fee 

500 


Directors fees 

^ 18 000 


Road cess based on profits 

3 0 


Loss on sale of investments 

14 350 


Indian State loss 

45 000 


Depreciation charged 

lOOOOO 


Taxation reserve 

3 00000 


Dividend reserve 

2 00 000 

7 21 150 

9 58 850 
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Less Expenditarc alioAcd : 

Dcpreciition : 

Normal allowance 75.000 

Normal allowance on new 
machmery 20/XX) 

Initial depreciation on 
new machinery 40,000 

1,35,000 

E. P. T . 4,00,000 


Adi Bad debts roccovered nut sliown in the Profit & 
Loss, Account 


Less Interest on securities 

Taxable income from bosincss 
InteiCbl on sccnnuc' altci 

allowing Rs. 50 for bank comiaissicD 


5,35,000 

4.23.850 
40,000 

4.63.850 
6,700 

4,57,150 

9,768 

4,66 918 


Total Income of tlic company 



APPENDIX A (OeprecSaUon Rates), 

I he following are the principal rates of depreciation (being percentage 
on the written down valucl to be allowed under section 10 (2i (vi) . — , 

1. Dutidings : — 

(1) Fir« class substanttal bnddings of selected materials f2‘5%). 

(2) Second class buildings of less substantial construction (57o). 

(3) Third class buildings of cons'ruction inferior to that of second class 

buildings but not including purclv temporary erection (7'5'’ioi. 

(4) Purely temporary erections such a« wooden struaurcs (No rate is 

prescribed , renewals will be allowed as revenue expenditure). 
Note ! — Double the'e rates will be allowed for factory buildioR eacludiDB 
offices, tjodown® officers' and employees’ quarters. 

2. Furniture and Fittings 

(1) General (6%) 

(2) Bate for furniture and nttmgs used in hotels and boarding houses 
3- Machinery and Plant — 

(1) General rate {7%) An extra allowance up to a maximum of 50 per 

cent, of the normal allowanvC will bo allowed by the 1 T. 0* 
where a concern claims such allowance on account of double or 
muittpk shift working and satufies the !• T. 0. that the concern 
has actually worked double or multiple shifts This extra 
allowance will be proportionate to the number of days during 
double or multiple shifts are worked. 

For the purpose of granting this extra allowance the normal number 
of working da>9 throughout the year will be taken as SOO and if, 
for example, a concern has worked double or multiple shifts for 
100 days, the ctxra allowance will be l/3rd of 50 per cent of the 
which normal allowance for the whole year. 

This applies to all concerns whether the general rate or any special 
rate applies to them but it docs not apfuy to an item of machinery 
or plant specially excepted by the letters "N E S. A ” (meaning 
no extra shitt allowance) being sliown against it. 

(2) Special rates to be applied, to the whole of the uvachinery and plant 

used in the following concerns — 

A — Flour mills, nee mills, bone mills, sugar works, distilleries, ice and 
factories, aerating gas factories, match lactones, tea factories, shoe 
and leather goods lactiries and” coffee manufacturing concerns 

In the case of Dour mills and sugar works, replacements of rollers will 
be allowed as revenue expenditure. 

B — Paper and strawboard mills, shipbuilding and engineering works, 
iron and brass foundries, aluminium factories, electrical engineer* 
ing works, motor car rcpauiog works, galvanising works, oil 
extraction factories, chemical works, soap and candle works, 
lime works, saw mills, tin and can making works, dyeing and 
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bkachmjj works, cement works, rod mills, brick making, tile 
making industry, vegetable ghee factories, wire ana nail 
making mills, iron and steel industry, and tanneries (lOXk 
C.— Rubber goods factories: General machinery and plant (l2'’/o) , 
Moulds (40" a but N« £• S> A.) 

I> — Stik mills weaving machinery ( 12 %)’ 

(J) Special rates to be applied to other macluncry and plant — 

A — Dectne supply undertakings (i) Electric plant, machinery and 
boilers ilO*/o) and (iil Hydro-clcctnc concerns but N A») 
15 -Taxtilc inacliincry excluding silk manufacturing machinery — 

(a) Cotton woollen and worsted and carpet (lOX). Juic (excluding 
generating plant) and ginning and pressing machinery (9^%)> 
C.— Office machines such as typewriters, etc-, surgical instruments and 
building contractors* maduncry (15% but N E. S A.) 

Sewing and knitting machine;. (1Q%) 

Motor taxis, motor lorries, motor buses and motor tractors i25‘'/a but 
N E. S A.) 

Railway sidings ( 7 % but N. E. S A.) 



APPEKDIX-B. 


EXTRACTS' FROM FINANCE ACTS. 

PIflance Act 1947, 

Rates of Income-tax 

A — In the case of every mdividnal, Hindu undivided family, unregist* 
eted firm and other associatioo of persons not being a case to which paragraph 
B of this Part applies — 

Rate 

1. On the hrsl Rs. 1,500 of total income .. . Nil. 

2. On the next Rs. 3 500«f total income .. . Oneanoainthe 

rupee. 

3. On the next Rs. 5.000 of total income .. Two annas m 

the rupee. 

4. On the next Rs. 5,000 of tout income Three and a half 

annas in the 

rupee. 

5. On the balance of total income ... Five annas in 

the rupee. 

Provided that — 

(i) no incom«*tax shall be payable on a total income whieht before 
deduction of the allowance, if any, for earned income, does not exceed 
Rs. 2.500, 

The iacome*cax payable shall m no case exceed half the amount by 
whidt the toul income (before deduction of the said allowance, if any, for 
earned income] exceed Rs. 2,500 , 

(tit) the income tax payable on the total income as reduced by the allow- 
ance for earned income shall not exceed either—' 

(a) a sum bearing to half die amount by which the total income 
(before deduction of the allowance for eaTCi(.d income) exceeds 
Rs. 2,500 the same proportion as sneh reduced total income 
bears to the unreduced total income, or 

(b) the income-tax payable on the income so reduced at the rates 
berem specified — 

whichever is less. 

B. — In the case of every company and local authority, and in every case 
m which under the provisions of the Indian Income tax Act, 1932, income-tax 
IS to be charged at the maximum rate — 

Rale. 

On the whole of total income . .. Five annas m the 


Rates of Super-tax 


rupee. 


A. — la the case of every individual, Hindu undivided family, noregist- 
cred firm and other association of persons, not being a case to which any 
other paragraph of this Part applies — 

Rate, if income Rate, if income 


wholly earned. wholly unearned. 


Ntl. 


1. On the tirsi Rs 25.(X)0 of 
total income 


. Nil. 
VSi 
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2. 

On the next Rs. 5 000 of 

Two annas m the 

Three annas m 


total income. 

mpee. 

tlie mpee. 


3. 

Oa the next Rs. 5,000 of 

Two and a half 

Three and ; 

a half 


total income. 

^ annas m the mpcc. 

annas in die 

mpee. 

4. 

On the next Rs. 10, COO of 

Three annas in 

Four annas 

in the 


total income. 

the mpee. 

rupee. 


5. 

On the next Rs. lOOOOof 

Four annas in the 

Five annas 

m the 


total income. 

mpee 

rupee. 


6. 

On the next Rs. 10 000 of 

Five annas in the 

Six annas in 'be 


total income. 

mpee. 

mpee. 


7. 

On the next Rs 10,000 of 

Six annas in ihe 

Seven annas m the 


total income. 

mpee 

mpee. 


8. 

On the next Rs 15,000 of 

Sc\ en annas in the 

Eight annas in 


total income. 

mpee- 

the mpee 


9 

On the next Rs l5000ol 

Eight annas in 

Nine annas t 

D the 


to»I income. 

the mpee 

mpee. 


10 

On the next Rs, 15 COO of 

Nine annas in the 

Ten annas i 

•O the 


total income, 

fopee 

mpee. 


11 

On the next Rs, 15,000 of 

Ten annas m (he 

Ten and a 

half 


tota! income. 

mpee. 

annas in 

the 

12. 

Oa the balance of total 

Ten and a hall 

Ten and a 

half 


income. 

annas in the 

annans in 

the 


Oa the whole of total income 


nipee. nipec^ 

B. — 'In the ca$e of everj local aotbon^— 

Ra'e 

Two annas in the 
rnpee. 

C. — Iq the case of an assouattoo of persons being a co^pcra'tre society, 
other than the Sanikana Sal^wners* Society m the Bombay Presidency, for the 
time being registered ender the CoH>f>erative Societies Act, 1912, or under an 
Act of a IVovinctal Legislatore governing the registration of cooperative 
societies — 

Rate 

(1) On the f r«t R«. 25,000 of total 

income. Ntl, 

(2) On the balance of total income Two annas m the 

^ rupee. 

D. — In the case of every company-— 

Rate 

Oa the whole of total income. Tvo annas in the 

mpee. 

and m addiuon, in re«pect of that part of the total income (as rrfaced by the 
arronc' of dnidends ^yaHe a’ a fixed rate) which does not exceed the 
amount of dividends, not being dividends payable at a fixed rate, declared 
in Bri'tsh India in respect of the whole or part of the previcQs year for the 
a««essmen* for the year ending on the 31st day of March 1943, on the amonnt 
by which such par — 

Rate 

(o) exceeds 30 per cent , but does not 
exceed 40 per cent., of the total 
income as so reduced ... 


(6) exceed 40 per cent, but docs not 
exceed 50 per cent., of the tota* 
income as so reduced 


Three annas in the 
rupee. 


Five annas m the 
mpee. 
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mcoMr-TAX 


(c) exceeds 50 per cent, of the total 
income as so retiaccd 

Provided that- 


Sevcn annas in ihe 
rupee . 


(j) no additional super tax dial! be payable where such part is A 
or equal to, five per cent, on the cafntal of the company ; ^ 

(ii) where such part is more than five per cent on the capita! of the com 
pany, the additional super tax payable shall be reduced by theamoant of 
additional super-tax which would, bui/or tJic provisions of class Mofifi 
proviso, have been payable had such part been equal to five per cent, on the 
capital of the company ; 

(ill) the additional super-tax shall be payable only by a company m 
which the public are substantially interested within the meaning ofthe 
E\f'}(rrintion to sub-section (1) of section 23 A of the Indian IncomeUx As 
1922, or a subsidiary company of such a company where the wholeof the 
share capital of such subsidiary company is held by the parent company or 
by the nominees thereof. 


E/cftiauaiton . — For the purposes of this paragraph, — 

(a) the expression "capiial of the company” shall be deemed to mean t!ie 
paid up share capital at the beginning of the previous year for the assessment 
for the year ending on the 31si day o? March 1948 (other than capital entitled 
to a dividend at a nxed ra(t) plus any reserves other than depreciatien 
reserves and reserve for bad or doubtful debts at tlic same due aid/aaishid 
by the amount on deposit on the «amc date with the Ceotra) (^vernmeot 
under section 10 of the Indian Finance Act, 1942, or section 2 of tlie Excess 
Profit Tax Ordinance 1943 ; 

(b) the expression dividend” shall be deemed to loc/ade aay distribahoa 
included m that expression as defined m clause (6A) of section 2 of the Indian 
Income tax Act, 1922 and any such distribution made during the year ending 
on the dlst day of March 1948 shall be deemed to have been made m respect 
cf tite whole or part of she prevtoas year ; 

(c) wiicrc any portion of the profits and gains of a eom»nfis^ 

included in its total income by reason of such portion being exem^itc® ttx 
under any provision of the Indian Income Tax Act, 1922, the ^ 

company, thi- total amount of dividends and the amount of i 

at a tixed rate shall c5ch be deemed to be proportion ihcreoi ihi r 
income of the company bws to jts total profits and gains. 


Finance Act i946. 


Rates of Income (ax 

A. In the casc^f every individual, Hindu undivided 
cred firm and other association of persons not being a case to w 
13 of tins Part applies : — 

1. On the first Rs. 1,500 of total income-Nd , raoee-Ra'e) 

2 On the next Rs. 3500 of total mcom-f^e anna m h 

3 On the next Rs. 5.(XWof total Sas int^e 

4. On the next Rs. 5,000 of total mcome-Three and a haii am. 

rupee (Rate) _ _,oce. Providt^ 

5. On the balance of total mcome-Fivc annas in n 


that- 

(,) no mcome-Ux «hall be payatfe on 
deduction of the allowance, if any, 
exceed Rs, 2,000 ; 


a total income 
for earned incorne. 
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(m) the income-tax pajable shall in no ci^e exceed half the amoani by 
trbich the total income (before dedacacn of the said alloirance, if 
any, for earned income] exceeds Rs. 2,003 , 

(in) the income-tax payable on the tjial income as redoccd by the alloW' 
ancc for earned income «hall not exceed eiiher- 

(a) a snm bearing to half the amwin! by which the total income (before 

dedaction of the allowance for earned income) exceeds Rs. 2,000 
the same proportion «s sodi reduced to^al income bears to the onred 
need total income, oi 

(b) the income-tax p« able on the msoint so reduced at the rates spec: 
bed in this Sdiednle, 

whichev'er is less. 

B. In the case of every company and local authority, m crerj case 
IQ tihicli under the provisions of the Indian Income-*ax Act 1922 inc'Jine-Ux 
is to L>e charged at the maximum rate- 

On die whole of total tneome ^ J^ve annas m the rupee. 


PART 11 


Rates of Soper tar 


A. In the case of every individual, Hindo undivided family, oaregi't* 
cred firm and oiJier assooaUon of persons, being a case to whicli paragraySi B 
Of paragraph C or pararraph D of tins pan applies- 


1 . 

2 . 

3. 

■ 4. 

5. 

6 . 

7. 

8 . 

9. 

la 

11 . 

12 . 


On the firr Rs. 25/XO of total 
income 

On the Dcxi Rs. 10,000 of total 
income 

On the next Rs. 10/XX) of total 
income 

On the next Rs, 15,000 of total 
income 

On the next Rs. 23,000 of toUl 
income 

On the next Rs. 30,000 of total 

in cpT-f» 

On the next Rs. 40^00 of total 
income 

On the next Rs. 50fi00 of total 
income 

On the next Rs. 50,000 of total 
income 

On die next Rs. 1,00^00 of total 
income 

On the next Rs. l^JXO of total 
income 

On the balance of total income 


Rafe 11 income 
sihoDy earned. 
Nil 


Two annas in die 


rupee 

Seven annas in the 
rupee 

Ei^annas in the 
rupee 

Nine annas m the 
rupet 

Nine and a Italf 
annas mthe rupee 
Ten annas m die 
rupee 

Ten and a half 
annas m the rupee 


Rate, if iocome 
wholly tineamed 
Nil 


Three annas m die 


rupee 

Five annas m the 


3 the 


rupee 

Scs’cn annas 
rupee 

Eigiit annas in tlic 
rupee 

Xioe annas in the 
rupee 

Nine and a half 
annas in the rupee 

Ten annas in die 
rupee 

Tea and a half 
annas in the rupee 

Ten and a* jialf 
annas in the rupee 



